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CHOOSING AMONG ALTERNATIVE PUBLIC INVESTMENTS 
IN THE WATER RESOURCE FIELD 


By Peter O. STEINER* 


Should the federal government have permitted the Idaho Power 
Company to develop Hells Canyon or should it instead have developed 
a public project? If the latter, should it have built one high dam, two 
intermediate-size dams, or three smaller ones? Questions like these, in- 
volving the amount and form of public investments, require criteria for 
evaluating the investments and operational guides for applying the 
criteria. In the present paper attention will be focused on the problem 
of choosing among alternative public expenditures with particular ref- 
erence to water resource development.’ 

As a classical problem in efficient resource allocation, there is a solu- 
tion that is both simple and well known. In an efficiency-oriented mold 
where there are no barriers to the flows of funds or resources, where 
“benefits” and “costs” are correctly determinable, it is evident that 


* The author, professor of economics at the University of Wisconsin, gratefully acknowl- 

edges the assistance of the Social Science Research Council whose faculty research fellow- 
ship made this research possible. The Water Resources Planning and Development Project 
of the Graduate School of Public Administration, Harvard University, provided stimulus, 
assistance and a forum for discussing the ideas with a wide assortment of experts. Too 
many people have read and commented on earlier drafts of this paper to be individually 
named, but my thanks to them all. Robert Dorfman, Otto Eckstein, Stephen Marglin and 
Roger Miller have been particularly helpful. 
* While the focus is on water resources, I believe the analysis can be readily extended to 
' other aspects of the applied theory of public expenditure. Water resource development is 
! particularly suitable for analysis for several reasons: (1) it involves the critical border be- 
i tween public and private expenditures, which are often truly alternatives; (2) it presents 
| enormously complicated practical problems of choice among alternatives that can serve to 
illustrate merits (and limitations) of the analysis; and (3) it has received a remarkable 
wave of attention in recent years from professional economists. See, most recently: O. Eck- 
stein [3], J. V. Krutilla and O. Eckstein [5], R. N. McKean [6]. Margolis’ able review 
article of these three books [7] notes with exceptional clarity certain of the fundamental 
difficulties that the solutions offered in these contributions encounter. 

The parent discussion of the federal government [4] is known, and hereafter cited, as the 
“Green Book.” 
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appropriate policy is to build every project for which benefits exceed 
costs and to develop every project to the point where marginal benefits 
equal marginal costs.” 

There are several reasons why this solution is not satisfactory. 

1. The pure efficiency criterion is not dominant in determining the 
volume of public expenditures. Other sensible dimensions of public 
welfare such as cyclical stability, economic growth, income distribution, 
and the size of government are (and should be) significant determinants 
of the volume of public expenditures. For this reason there may be effec- 
tive budget constraints on the expenditure possibilities. Efficiency has a 
role but it is within limits established by these constraints. Such con- 
straints imply opportunity costs: 

(a) When budgetary constraints leave the marginal benefit-cost 
ratio different in the public and private sectors, there is an opportunity 
cost of transferring dollars from one sector to another.* Evidently the 
size of this opportunity cost will vary according to the way in which 
funds are transferred, and the level of resource use in the sector from 
which transferred. 

(b) So far as budgets are constraining, otherwise meritorious projects 
will not be undertaken. There is thus an opportunity cost of foregone 
public alternatives. Specifically this will imply development of projects 
to a point short of the level where marginal benefits equal marginal 
costs.* 

2. Because of the pre-emptive right of government in certain areas, 
a positive decision with respect to some public project may preclude (I 
shall subsequently use the word displace) an alternative private de- 
velopment. The significance of such displacement is that it involves loss 
of those public benefits that would arise through private endeavor. But 
the opportunity cost of such displacement is not usually the whole of 
the benefits from private development, since displaced funds may be 
employed elsewhere. It is only the “superior attractiveness” (which 
I will call supramarginality) of the specific displaced project over its 
marginal alternative that is a proper opportunity cost of displacement. 
Because of pre-emption, these private opportunities may be exception- 


? Eckstein [3, pp. 47-73] provides a nice derivation from classical welfare economics. 

* Krutilla and Eckstein [5, Ch. 4] provide a “special case” solution designed to recognize 
this. I will refer to modifications that recognize one (but not all) of the crucial complica- 
tions as special cases, in contrast to the more general case developed in this paper. 

“This special case is recognized by Eckstein [3], where he suggests using a marginal 
benefit-cost cut-off ratio of 1 +- v, where v is so chosen that the list of all projects so 
designed for which total benefits exceed costs just exhausts the scarce budget. For similar 
reasons the Green Book [4] rejects maximizing benefits minus costs as a criterion since it 
favors large projects over small ones. McKean [6] also addresses this problem. His pro- 
cedure is to choose the rate of discount in such a way that building all projects for which 
marginal benefits equal marginal costs will just exhaust the budget. 
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ally attractive. The extent to which private marginal alternatives have 
relevance will depend upon the level of employment of resources.® 

3. A specific public program will consist in some selection of in- 
dividual projects (e.g., dams of specified heights as specified locations) 
from among a larger number of possible projects. Not only are the 
benefits and costs of particular projects interdependent (and thus the 
value of a specific dam depends upon what other dams are built) but 
some projects will be mutually incompatible. This incompatibility may 
be of two kinds: it may be purely technological (it is not possible to 
build two dams on the same site, or to use a given increment of a speci- 
fied dam for two conflicting purposes at the same time); it may be 
purely economic (a specified community requiring X units of electric 
power may have a choice among any of a series of hydro sites and also 
a series of possible steam-generating plants; but if every such project 
is capable of producing the required X units, any two such projects will 
be economically incompatible). The significance of this is to complicate 
enormously the choice among alternative projects. 

4. Discreteness of individual projects is essential for an operational 
solution to the problem. Not only is discreteness sometimes required for 
technological reasons, but estimation of the magnitudes of benefits and 
costs on the basis of potentially available data requires comparison of 
discrete alternatives. 

All of these considerations taken together make choice of the “best 
possible program,” given the restraints, a complex one which no simple 
marginal equivalence can handle. It is the primary purpose of this 
paper to provide an operational framework for choosing efficient pro- 
grams (and thus also program elements, or projects) subject to ap- 
propriate budget restraints, incompatibility restraints, and discreteness 
restraints while recognizing (or approximating) the full range of op- 
portunity costs of any action. 

The next sections develop a model which will suggest how to assign 
a numerical value to every potential project so that it may be directly 
compared with every other potential project; and thus the program 
(combination of projects) may be chosen that will maximize the ap- 
propriate welfare criterion subject to all appropriate restraints. The 
essential features of this model are: (1) its recognition of the general 
equilibrium character of the consequences of a specified public invest- 
ment decision that result from both the source(s) of funds and the 
displacements (if any) that occur; a central conviction of the model 


* Stephen Marglin has called my attention to the fact that displacements may be negative 
as well as positive—that a public project may create supramarginal private investment 
opportunities. That this possibility (of what are often called secondary benefits) can be 
handled within the framework of the model developed below is neglected in the subsequent 
exposition. 
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is that second- and even third-round effects may not be negligible; 
(2) its framing of decision rules in such a form that data for their ap- 
plication are likely to be available and that can be applied by modern 
techniques of numerical analysis; (3) its generality, which embraces a 
whole series of potentially relevant special cases. 

This model by focusing on the choice problem neglects other impor- 
tant problems. Specifically, it takes as given (a) the identification of the 
feasible components of a program,® and (b) the determination of the ~ 
net benefits that accrue from using these components singly or in speci- 
fied combinations. These “givens” represent difficult and important 
elements in the over-all problem of water resource development, and 
there is no intention of minimizing their importance. 

An initial oversimplified example may serve to illustrate the central 
difference between the present approach and conventional benefit-cost 
analysis. Suppose a choice must be made between two public projects, 
A and B, for which the relevant basic data are as follows: 


Project A Project B 


Net benefits (net of all costs, 
appropriately discounted) 100 100 
Cost to government 70 70 
Source of government funds: 
from existing budget 50 70 
from increased taxes 20 0 
Displaced private project: yes no 
Net benefits 40 0 
Private investment 30 0 


Notwithstanding the identical benefits and costs, the two projects are 
not identical in their effect. Project A if undertaken will use $20 less 
of the scarce public budget, but will leave $20 less in taxpayers’ hands; 
additionally, Project A will displace a supramarginal private invest- 
ment. Project A will be preferred if, but only if, the net benefits pro- 
duced by the additional $20 within the public budget exceed the com- 
bined net benefits foregone by the transfer of funds through taxation 
and by foregoing of the supramarginal investment opportunity. 


I. The Model 


A. The Function to Be Maximized 


Recognizing the general equilibrium nature of a public investment 
decision, the objective function is the present value of the difference 


* Feasible, as used here, does not mean compatible. If, say, a dam can be built at three 
different sites, at five different heights at each site there will be 15 feasible component 
projects. The choice technique developed can easily handle incompatibility restraints. 
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between total benefits and total costs in all sectors of the economy." 
While measurement of benefits and costs is not discussed in this paper, 
what is meant in principle is the market values (actual or imputed) of 
the stream of goods and services produced and of the resources used. 
Present values are the time streams of anticipated benefits and costs 
discounted by an appropriate rate of discount. This objective function 
comprehends the indirect as well as the direct effects of a public ex- 
penditure. 

The role of the rate of discount in this analysis is to permit the 
evaluation at a point of time of streams of benefits and costs that occur 
over time; it is a metric for comparing unlike time profiles. It is the 
opportunity cost of deferred consumption (some would call it “social 
time preference”), and should not be confused with a number of other 
interest rates that may be appropriate in other connections.® It will be 
designated as 

In choosing to maximize a concept embodying net benefits, it is 
evident that attention is being directed toward an efficiency objective. 
Are we making this the overriding criterion for decision? Were this an 
unconstrained maximum, the answer would be yes; for a constrained 
maximum, the answer is no. The size of the budgets that are restraining 
leaves economic efficiency in a relatively secondary role. Within the 
limits imposed, efficiency seems the sensible criterion. 


B. Sectors of the Economy 


While the objective function comprehends the general equilibrium 
effects in the entire economy, it is evident that it is necessary to con- 
sider only those sectors on which a public expenditure (of the kind 
herein considered) will have an impact. Our sectors may, therefore, 
comprehend less than the entire economy. If, as seems likely, a specific 


™The use of net benefits may be questioned. Why should we be concerned with costs at all 
—why not maximize the discounted value of gross benefits subject to a whole series of 
resource restraints, one for each resource used? In principle this procedure seems superior, 
but it would require inclusion of the benefits of deferred use of scarce resources in the value 
of the discounted benefit stream. Use of net benefits assumes that the market-determined 
factor prices (which lead to costs) attach the appropriate reservation values to resources 
not currently used, and thus saves a totally impossible burden of estimation. Every restraint 
used implies a shadow “factor price” for the restrained resource; we use such restraints 
(and hence such shadow prices) only for the key constraining budget or budgets. 

* Among them: the government borrowing rate; the private borrowing rate; the oppor- 
tunity cost of transferring funds from the private sector to the public sector; the internal 
rates of return of marginal projects in any sector; a risk or uncertainty premium; the rate 
of discount used in the private capital market to evaluate unequal time streams. As we 
have need for any of these, perfectly sensible, measures they will be introduced. But they 
are not necessarily equal to the opportunity cost of deferred consumption of net benefits. 
Some of these (e.g., interest actually paid) are included in the costs subject to discounting. 
Under some institutional circumstances some or all of these rates may coincide, but there 
is no necessary reason why they must. 
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governmental decision in the water resources field will not affect the 
size of the defense budget, that budget need not be included. In a truly 
general equilibrium sense, of course, everything affects everything else. 
But the imposed constraints, in the form of budgets, may in fact pro- 
vide significant insulation against many kinds of effects. For the present, 
consider four sectors (two public and two private) as defined in the 
following paragraphs. Some expansion of this number may be necessary, 
as is noted subsequently. 

The Public Sectors (S1 and S3). Sector 1 is defined to include the set 
of projects among which direct choice is to be made. It might include all 
water resources projects everywhere in the nation under the jurisdiction 
of the agencies selecting projects and allocating budgeted funds.° It 
might be defined more broadly to include all public works projects, or it 
might be defined much more narrowly. What is controlling is (a) the 
jurisdiction of the budget that is controlling, and (b) the range of 
alternatives that are to be specifically considered for inclusion. The 
more broadly it is defined, the greater is the scope that is given to the 
“efficiency” criterion in choosing outlets for public expenditure.” Spe- 
cific projects in Sector 1 are designated by the subscript ij." 

But while the appropriate budget comprehends all projects in this 
sector, it is not so limited. Not all the possible public projects for which 
benefits exceed costs are explicitly considered. Since both project de- 
sign and benefit and cost estimation are expensive activities it is neither 
feasible nor sensible to develop plans for them if they have a low proba- 
bility of being built because of the limited budget. Sector 3 is viewed 
as the reservoir of such inchoate projects. If, because of a lack of meri- 
torious projects in Sector 1, or because of the lumpiness of discrete proj- 
ects in Sector 1 there are extra funds, funds become available for ex- 
penditure in Sector 3. Consideration of Sector 3 thus serves two pur- 
poses: first, it requires that the yield of any project from Sector 1 in- 
cluded in the final program exceed the yield of any project not specifi- 
cally considered, and second, it provides recognition of the fact that 
unutilized funds have some productive value. 

* Whether state and municipal projects are included here or treated in a private sector 
depends upon how decisions are in fact to be made. If an integrated intergovernmental 
agency is allocating pooled funds over pooled opportunities, the entire pool is in Sector 1; 
if state and municipal funds are independently administered, they are not included in Sector 
1. Hereafter we assume the latter. 

* The sensible definition must avoid triviality or unusability. If the budget is defined 
overnarrowly—e.g., to apply to a specific dam at a specific location—the consideration of 
the value of that dam vis-a-vis other possible projects is lost. If defined too broadly—e.g., 


to cover all federal expenditures—it must become nonoperational. But whether it should 
cover specific river basins, or comprehend all water projects I leave to others. 

“The double subscript is designed to recognize that a project involves use of a certain 
facility (¢ = 1, 2, . . . for a certain purpose (j = 1, 2, . j*). The coding of projects 
plays an important role in recognizing incompatibilities, as will be discussed below 


amount of that budget. In what follows we assume, for simplicity, that 
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Sector 3 thus plays a role analogous to “slack activities” in linear 
programming and results in making the total expenditure from the re- 
strained budget in the two public sectors definitionally equal to the 


the yield (to be defined) per dollar in Sector 3 is an estimable magnitude 
that can be represented by a constant, as. 

The Private Sectors (S2 and S4). Sector 2 consists of the relevant 
private projects that are alternative to the projects included in Sector 1 
and that will thus be displaced if the public projects are undertaken. 
The jth project is the private alternative to the one or more public 
projects for providing the jth service.’* If there is more than one private 
alternative for each public project, the one included in Sector 2 is the 
one (or the set of compatible ones) that will actually be undertaken. 
This may be a matter that the government can specify (via licensing, 
for example) or it may be the one that is most attractive to private 
investors. It must be made clear that the projects in this sector are actual 
alternatives, not idealized “private alternatives.” As such, the quantity 
and/or quality of the private service may differ from that comprehended 
in the public alternative.** If there is no alternative that would be 
undertaken, it is convenient to imagine a dummy alternative whose 
costs and benefits are both zero. By this definition, Sector 2 consists of 
a set of j* elements. 

Evidently we are assuming that public authorities have first choice: 
by building a specific project (ij) they preclude the jth private project; 
by failing to provide the jth service by one of the ij public projects they 
(in effect) have left it to be provided by the jth private project. 

Sector 4 consists of what may be called the pool of marginal private 
investment opportunities. Need for this sector is due to the fact that 
the real opportunity cost of displacing a private project is the supra- 
marginality of that project, not its total net benefits. For simplicity it is 
assumed that this sector consists of a homogeneous stock of investment 


2 We here assume that it is the jth public service that displaces a private project providing 
a substitute source of that service. The assumption may be wrong. Facilities as well as 
services can displace. For example: a specific public flood-control dam not only may dis- 
place a private flood-control project but, by pre-empting a location, may displace (say) a 
private power plant as well. The appropriate procedure is to regard the projects in Sector 2 
as the private projects actually displaced by the ij public projects—for whatever reason. 
This causes no difficulties unless there are internal incompatibilities within Sector 2. 

Such incompatibilities, while unlikely because of the definition of projects in Sector 2 as 
actual (rather than fictional) alternatives, can occur. If they do, they must be recognized 
by additional incompatibility constraints, and they complicate somewhat the techniques of 
solution discussed below. In no case will they prevent solution. 

“ For example, a series of public projects for providing respectively 90, 150, and 200 units 
of hydro power may all potentially displace the same 100-unit private steam-generating 
plant. 
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opportunities whose yield per dollar can be represented by a constant, 

If there is no alternative investment, that is, if funds displaced re- 
main wholly idle, we regard a dummy alternative for which a, = 0. In 
this way it is appropriate to regard the sum of the private investment in 
Sectors 2 and 4 as being a constant, unless because of the adoption of 
some project or program there is a transfer of funds from the private to 
the public sector (for example, via taxation). Put differently, if the 
public development occurs wholly within the preassigned budget limit, 
we assume it can affect the productivity of private investment (by dis- 
placing supramarginal investment opportunities) but not the volume of 
that investment. 

If adoption of a specific public program causes a net increase in the 
size of the restraining budget, it will imply a transfer of funds into the 
public sectors, and the opportunities thus foregone must also be con- 
sidered. 


C. Forms of the Objective Function 


The function to be maximized (subject to subsequently enumerated 
restraints) can be written as follows: 


(1) N= D 0 1G, 
81 S82 83 S4 


where the G’s are the “gains,” i.e., the present values of the benefits over 
all costs, and the x’s represent the level of specific projects and p is a 
running subscript. For our discrete case, each project has a level of 
either zero (it is not undertaken) or one (it is undertaken). In this 
form, the objective function does not help solve anything. But as is 
shown in the appendix, it is equivalent to find the maximum (subject to 
the same restraints) of the following function: 


(2) Z= 
81 
where 
(3) = (Giz — — (Gj — — 


“The value of as, as will subsequently be shown, depends upon the internal rate of 
return of marginal investment opportunities that are the alternatives to private investment 
in specific, displaceable alternatives to public projects. The homogeneity of these is in fact 
doubtful—public utilities, municipal governments, and large private corporations surely have 
different “cut-off” rates of return. For this reason it would probably be appropriate to use a 
few broad subclasses of “marginal private investments” with separate values of a, for each. 
This creates no difficulties in the analysis, but would complicate the exposition considerably. 
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and where: 


a; and a, have the meanings previously assigned. 
a is opportunity cost per dollar of funds transferred from the private 
sectors to the public sector. 
kj; is the drain of the ijth project on the limiting budget. 
l; is the capital cost of the jth private project. 
m,; is the number of dollars transferred to the public sector as a result of 
the adoption of the ijth public project. 
hist 


Each yi; is a number. Equation (2) tells us that if we choose a pro- 
gram of projects in such a way as to maximize the sum of the yi;, we 
will have maximized the basic objective function specified in equa- 
tion (1). 

The several terms in equation (3) have been arranged to facilitate 
interpretation. The first parenthesis consists of difference between the 
present value of net benefits of the ijth project and the present value 
that the scarce funds it takes from the limited budget would produce if 
applied outside of Sector 1.*° It is thus the gain of the specific project 
over other public use of the limited public funds. The main function of 
this term is to permit direct comparison of alternative public projects 
of very different size, a problem that has worried many people and led 
to some foolish solutions.” 

The second parenthesis represents the supramarginality of the pri- 
vate project displaced. It is only the supramarginality of any displace- 
ment that is truly an opportunity cost of that displacement. 

The final term measures the opportunity cost of transferring m dol- 
lars from the private sector to the public sector in addition to the previ- 
ous budget. There is some disagreement about how frequent such trans- 
fers are. Probably for most specific projects considered, funds come en- 
tirely from within the previously assigned budget limits, but it is not 
impossible that in specific cases authorization of specific projects is 


*™ Notice that we do not compare the gain of this project with that of another project in 
Sector 1 which may ultimately not be built for lack of funds. That opportunity cost comes 
in selection of the group of projects that maximize equation (2) subject to the budget re- 
straints. We here compare the considered project with alternatives that are not specifically 
considered. This has a tremendous advantage over the procedure described in footnote 4; 
we do not have to predict before we start which projects will not be built—we do not have 
to assume the answer to our problem in order to arrive at it. It is perhaps possible that 
some iterative procedure could be used in that (other) approach, but I have not been able 
to find one that converged on the correct solution. The relevance of this in a practical sense 
is to the problem of suboptimization. I find no solution unless one can take subbudgets as 
being predetermined and acceptable. 

* For example, attempting to maximize the ratio of benefits to costs. 
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accompanied by willingness to provide some increase in taxes and thus 
an increase in the total federal budget. 

In sum, the y’s represent gains net of three separate kinds of oppor- 
tunity costs: (1) the cost of using scarce public funds, (2) the cost of 
displacing a supramarginal private project, and (3) the cost of the net 
transfer of funds from the private to the public sector that is specifically 
attributable to the adoption of the project. It should be noted that the 
y’s are relative, not absolute, measures of net benefits over all opportu- 
nity cost.” 


D. Restraints 


Were it not for incompatibilities among projects and for budget limi- 
tations, choosing all projects for which y is positive would assure a 
maximum. Given a budget restraint but neglecting incompatibilities, it 
would be sufficient to rank projects according to the size of the y’s and 
move down the list until the budget was exhausted. But the combined 
existence of both budget restraints and incompatibilities are central 
practical features of the problem of choosing an optimal expenditure 
program. We hope to specify the restraints in such a way as to be con- 
sistent with techniques of solution of the choice problem. 


Budget restraint. 
(a) D < K 
81 


where K is the restrained budget. 

What is the appropriate definition of K? Should it be the total budget 
for capital expenditure, total expenditure, total expenditure not re- 
imbursible, or (as Eckstein [3] suggests) the present value of total 
expenditures? There are interesting issues here, which space precludes 
discussing at this time. In terms of the model, any one can be imple- 
mented. Indeed, only slight modification is required to substitute a 
series of budget restraints which differentiate according to type and tim- 
ing of expenditures. 


Discreteness. 

(b) xij, = 0, 1; all ij, j. 

Assuming discreteness is essentially a matter of definition. Suppose 
we imagine a dam at a given location which can, alternatively, be built 


™ Equation (2) is equivalent to equation (1) for finding a maximum, but it is not identi- 
cal. A number of constant terms, that affect the value of the function but not the location of 
its maximum, have been dropped. See appendix. 
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at three different heights. This is most conveniently handled by defining 
the dam as three discrete (and mutually incompatible) projects, one 
corresponding to each of the feasible heights. Of course the height of 
a dam may be truly continuous, at least within limits; the procedure 
suggested is to choose (either by sampling techniques or by judgment) 
discrete levels for analysis.** 


Incompatibility Restraints. 
(c) Dd + = 1; all 7. 


(d) <i; alla. 


The first of these restraints recognizes that, of all the included public 
projects that could provide the jth service, not more than one can be 
chosen. Considering also the private alternative (which may be a 
dummy alternative), one and only one is always chosen. 

The second restraint recognizes that the same facility (e.g., dam site) 
can be used only once. This does not mean it can be used to provide only 
a single function. If, for example, a given dam (7) can be used alterna- 
tively (a) for flood control, (b) for hydro-power, and (c) for some 
lesser amount of hydro-power plus some flood control, we envisage three 
j’s, one corresponding to each of the uses. 

Evidently the coding of projects (defining i and j) is critical. The 
fundamental purpose of this coding is to recognize the incompatibilities. 
In the absence of complementarities of uses and of benefits, this cod- 
ing occasions few problems. Complementarities do exist, and they com- 
plicate matters. For example, if two compatible projects used together 
provide benefits different from the sum of the benefits received if they 
are used alone (because they are operated in series and outflows from 
one become inflows into the other), we must multiply the number of 
projects. For example, if two projects (1, 2) can be used in combination 
in three different ways (a, 0, c) as well as separately, we must identify 
five different projects (1; 2; 1+ 2,a; 1+ 2,5; 1+ 2,c), which are 
mutually incompatible. In general all problems of coding, including the 
problems of complementarity, are solved by increasing the number of 
“projects” defined. Since the selection among projects is to be made by 


* Benefit and cost functions, if they are presented continuously, usually result from fitting 
a function to discrete observations in any case. For many other cases data are estimable 
only for discrete levels. It is of course quite possible that the optimal height may be missed 
by this procedure, but if assumed discrete observation points are chosen so that the continu- 
ous function is monotonic between them, an iterative procedure is available with which to 
move from an approximate solution to a final optimal solution. 
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mechanical means, the extent to which feasibility is impaired depends 
upon the power (and cost) of computational techniques. 


II. Problems of Solution 


Any attack on the water resource problem involves estimation of the 
benefits and costs of individual projects. This formidable task presum- 
ably provides the G’s of the present model, and is taken as given. The 
significant additional data required in this model are the values for the 
a’s, the opportunity costs not reflected in factor prices. 

Each of the parameters, @s, a:, @2, involves the public valuation of 
the net benefits of a dollar of expenditure outside of Sector 1 (the sub- 
scripts referring to the sector in which spent). To understand the fac- 
tors determining the magnitudes of these parameters, consider the fol- 
lowing simplified problem: 

Suppose that for an initial expenditure of v dollars, a net benefit 
stream of B dollars per year for T years is generated. Let D(i) be the 
present value of B dollars per year for T years, discounted at the rate 7. 


Di) = Bf = 


Let G(i)= D(i)—», the excess of present value over initial expenditure. 
Our parameters, a, are of the form: 


G(r) D(x) 
a= — = ——- - 1 
v 


where rm is the public rate of discount. It is probable, in view of scarce 
budgets, that the G(r), and thus a, are positive. For any project it is 
possible to find an internal rate of return, r, which will make G(r) 
exactly zero, i.e.: 


D(r) —» = 0, 
D(r) = 0 
whence, 
D(r) (1—e¢77) 


and thus the value of a depends upon n, r, and T. Table 1 shows values 
of a for selected values of n, r and T: 
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} TABLE 1—VALUES OF a 
r 
w= .02 | r=.04 | r=.06 | r=.02 | r=.04 | r=.06 | r=.02 | r=.04 | r=.06 
.02 0.0 |— .20|— .34| 0.0 |— .33 |— .50} 0.0 |— .43 |— .62 
-04 0.0 |— .18 -46| 0.0 |— .27 -76| 0.0 |— .32 
-06 -52 .22| 0.0 1.0 -36| 0.0 1.6 0.0 
-08 -82 -46 1.6 -76 2.5 -96 
.10 oan 41 2.2 -60 3.3 a5 .67 
ee 2.0 1.4 -99 | 3.7 2.2 1.4 5.5 2.7 1.5 


It is evident that when n = r, a = 0. This situation would necessarily 
pertain in, say, a purely competitive model in which (if there is more 
than one sector) funds would flow between sectors until the yield of the 
marginal projects in each sector was the same, and, further, equal to n, 
the rate of discount. That this need not be the case is due to the imposi- 
tion of budgets that impede such free flow of funds, and further to the 
pre-emptive reservation of certain types of projects to the public sector. 
If such impediments exist, attention to differences in marginal alterna- 
tives must be recognized. The values of a@ serve this purpose. 


A. The Relevance and Size of as 


The constant as represents the opportunity cost of using one dollar i 
of the restrained budget within the list of projects in Sector 1 rather ir 
than in Sector 3. It is thus the “shadow price” of the scarce budget. Its 
relevance occurs within the maximization procedure because of the 

| discreteness and unequal size of individual projects. Suppose, for ex- 
ample, that within an over-all budget limit of $500, program A (consist- 
ing of one group of projects) produces net gains of $100 for an expendi- ual 
ture of $500, while program B provides net gains of $90 for an expendi- Mga 
ture of $400. Which is the preferred program? Evidently the answer 
depends upon the use to which the saved $100 might be put. In this 
case, if as = .1, the two programs are identical in merit.”® 

The appropriate size of as is fundamentally an empirical question to 
which I do not have the answer. It cannot be negative: if the internal ate 


rate of return (call it rs) of projects in Sector 3 is less than rm, the proj- be 

ects have no merit whatever. Beyond this, as is probably relatively ae 

small; one would expect the strongly supramarginal projects to be in- - 
” Why should the two programs be unequal—why is not program B expanded to exhaust Z 


the budget? It may not be possible because of the discreteness of the included projects to 
find an increment that will (a) increase the gains and not violate the restraints, budgetary ; 
or other, and (b) will have a marginal benefit greater than projects in Sector 3. ah 
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cluded in Sector 1. Evidently the size of as is crucially affected by the 
ratio r;/n which in turn will depend upon how binding is the budgetary 
limit. 


B. The Relevance and Size of as 


This constant, while formally symmetrical with as, is both more im- 
portant and has more conceptual difficulties. Its purpose is to permit 
comparison of a specific private project displaced with its (marginal) 
private alternative. Difficulties are of two sorts: 

First, supposing there is a homogeneous class of private investment 
opportunities that are marginal as privately measured, we require an 
evaluation of these private investments discounted at the public rate, n. 
This causes difficulty because two projects whose present value is equal 
if evaluated at rs (as we will designate the internal rate of return of 
marginal private projects) may be unequal if evaluated at m. Indeed, 
project A may be superior to project B if evaluated at 7. and inferior 
if evaluated at m, because of differences in the time periods over which 
benefits are received, or in the time profiles, or both. The practical solu- 
tion would appear to require making some estimate of the average time 
paths and time durations for classes of marginal projects, although 
something more sophisticated than simple averaging is probably desir- 
able [1]. 

The second difficulty is that marginal private investment opportuni- 
ties are probably not homogeneous in view of the variety of organiza- 
tions that we include in the private sector. For example, large private 
manufacturing firms require a higher rate of return than do privately 
owned public utilities, and municipal governments would doubtless 
apply still a third rate. At the limit this would involve the tedious task 
of identifying the specific marginal alternative to every displacement; 
more likely it will be possible to simplify by considering a few subclasses 
of alternatives to public expenditure and estimating separate values of 
r, (and thus as) for each.” In any case, given high marginal cut-off 
rates of return in at Jeast some private sectors, the numerical value of 
a, may be substantially greater than zero, as reference to Table 1 will 


suggest.” 


In effect this means replacing Sectors 2 and 4 by several subsectors in the analysis. This 
causes no difficulty, but expands the number of terms in the generalized valuation metric. 
For a specific project with a specific private alternative the problem remains the same, 
but one must choose the “right” value of as. The algebraic extension of the argument to 
subsectors is omitted, but it is straightforward. 

*To appreciate the real significance of this fact, recall that the constant occurs in the 
expression (G; — ad;) whose two terms are dimensionally equivalent. The higher the value 
of as, the less’ is the supramarginality of a given G;. For example, the cost of displacing a 
steel mill (say by flooding its proposed site) is only the difference between the value of that 
site and some other site to which the steel investment will probably be directed. Obviously 
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C. The Relevance and Size of az 


The opportunity costs of transferring funds from the private to the 
public sectors will depend ultimately upon which groups in the private 
sector furnish the funds. Krutilla and Eckstein [5, Ch. 4] consider the 
effect of two types of tax reduction: the first, reducing income taxes 
in a manner most advantageous to low-income families, and also re- 
ducing sales taxes; the second, reducing income taxes with special 
emphasis on upper-income brackets, and also reducing corporate in- 
come taxes. In each case they find that the “appropriate” weighted 
average “interest rate” is between 5 and 6 per cent. This interest rate 
is analogous to the internal rates of return with which we have been 
dealing and may be designated r2. Reference to Table 1 will show the 
magnitude of a2 for various values of T and r.”* 

How important the transfer of funds is depends upon the budgetary 
facts of life. Given an economy with a persistent tendency toward infla- 
tion, and given the large size of defense and related expenditures, the 
size of the public works budget would seem to be confined within rather 
narrow limits by over-all political and economic considerations. So far 
as budgets are rigid, no attention need be paid to the cost of transfer of 
funds. The term a2mi; is included in the metric chiefly to permit flexi- 
bility in its application. At present the mi; seem likely to be small; so 
far as they are, the magnitude of the constant a loses importance. 


III. An Application of the Model 


A simplified application may serve to clarify the model and to illumi- 
nate the role of the various opportunity costs in the special cases. Table 
2 presents data for a public decision between two alternative public 
projects and the private alternative thereto.” In treating this example, 
we assume that investment funds are the limiting resource, that the 


if displaced projects are marginal they can be ignored; that they may well not be marginal 
is due to the governmental rights of pre-emption. But if supramarginal, only the supra- 
marginality is significant. This fact has plagued the attempts to recognize displacement 
through limiting benefits to “alternative cost,” and it has similarly given the use of sec- 
ondary benefits (which are negative displacements) such a shady reputation. 

=It should be noted that I am giving the transfer of funds a very different role than 
that assumed by Krutilla and Eckstein [5, Ch. 4]. They assume that the alternative to 
every (small) expenditure is a tax cut (of the appropriate form) of equal amount within a 
successful govennmental stabilization policy. Thus this computed interest rate is the sole 
opportunity cost they consider. In my view this not only neglects displacements but also 
neglects the fact that the real alternative may be another public project. To the extent that 
this is so, specific investment decisions do not imply transfers of funds from private to 
public sectors. It is, however, possible that part of the funds required will represent an 
addition to the federal budget, and for this part the type of weighed average interest rate 
that they compute is relevant. 
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TasBLe CasE 
(millions of dollars) 
w= .025 a= .055 
Public Project Si Code ij |Present Value| Invest- 
of Net Ben- ment Gi hii 
efits G;; k; 
High Dam 11 1000 400 250 430 
2 Lower Dams 21 800 200 300 220 
Private Alternative S2 j G; G; 
3 Low Dams 1 550 200 150 200 


Private interest rate=5%. 


budget is at least $430 million, and that choice is limited to the specific 
alternatives listed. The problem is then simply to maximize. 


> subject to 411, X21, %1 = 0, 1 and + + = 1. 
S81 


We analyze three cases according to the source of the investment 
funds. Case 1 in which they come entirely from the existing public 
budget (i; = kis); Case 2 in which they come entirely from the 
private sector (mi; = ki;); and Case 3 in which half come from each 
source (mi; = ki; = .5ki;). Each case assumes a discount rate, m, equal 


in turn to .025 and .055. 
Consider Case 1 for m = .025. We can immediately write: 


yu = 1000 — 400a; — (550 — 200a,4) 
jn = 800 — 200a3 (550 200a,4) 


We will prefer project 11 to project 21 if yi > yo. We will prefer it 
to the private alternative if y:: > 0. These conditions and the condition 
that as > 0 immediately yield the condition for choosing x:: = 1 as: 


1.0 
0 < a3 < min. { } 
1.12 + .5a. 


The data are based upon the Krutilla and Eckstein [5, Ch. 5] analysis of the Hells 
Canyon alternatives. Since a detailed explanation of the derivation of these rounded data 
from the underlying data requires more space than the example justifies, this had best be 
regarded as a quasihypothetical example. Annual benefits and costs are discounted at x over 
100 years in each case. An expanded development of this case is in mimeographed form, 
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TasLe 3—Decision RULES FoR CHOICE OF PROJECT 


— | Public: High Dam Public: 2 Lower Dams | Private: 3 Low Dams 
.025 
1.0 (1.12-+.Sae 
Case 1 1.0<as<1.25+a% <as 
1.12+.5a 1.25+a 
1.0 1.12+.5a¢ 
{ Case 2 1.0<a2<1.25+a4 
1.12+.5a 1.25+a 
Case 3 0<a3<min max 
2.25—a2+a6 2.50—a2+2a4 
a=.055 
7541. 
Case 1 O<as<.75+1. 10% 
234.4744 
—.24 -754+1. 10% 
-23+.47a4 23+ .47a% 
‘ific Case 3 — 
1.37+1.82a,—a2 
| Similarly we will choose project 21 (i.e., let x2. = 1) if ya > yu and 
| Yor > 0, which yield the condition: 
ent 1.0< a3< 4.25 
lic Finally, we will choose the private alternative if both yi: and yz2 are 
the negative which yield the condition for x: = 
ach 1.12 + Sa 
ual a3; > max. 
1.25 a. 
For a specific value of as (which depends, given nm, on 7:, the marginal 
private rate of return) the decision rule becomes a simple function of as. 
E.g., for rs = .05, as = .85, the rule is (we arbitrarily assign the border- 
line cases) : 
it choose 41=1 if O<a;< 1.0 
on if 10<a,;< 2.1 
“1 = 1 if aa < a3 
Analysis of the other cases is equally straightforward. Table 3 sum- 
i marizes the decision rules in terms of the values of the a’s. Table 4 
si gives them for the assumed values 7. = .05 and rz = .055.** 
ata * These values appear to be the ones Krutilla and Eckstein imply. Since they make the 
be assumptions of our Case 2, the decision appears to be a unique function of the rate of dis- 
ver count, and since they further argue that the correct rate of discount is = rz, their solu- 
5 tion is to have the public build the two lower dams. 
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TasBie 4—DeEcision RULES 1F r2=.055 


Private: 3 
Public: High Dam | Public: 2 Lower Dams Law thm 
a= .85 
w= .025|a2= .93 
Case 1 0<a;,<1.0 1.0<a;<2.1 2.1<as 
Case 2 all as 
Case 3 O<a3<1.07 1.07 <a3<3.27 3.27 <as 
a,=— .09 
x= .055|a2.=0 
Case 1 0<a< .65 -65<az 
Case 2 all a3 
Case 3 0<a;<1.99 1.99<a, 


The main point worth noting is that the decision in general does not 
rest solely upon the value of the public discount rate (m), since the 
value of nm affects not only the benefits but also the several values of 
the a’s. 

This illustration is of course extraordinarily oversimplified in that it 
involves a choice between only two alternatives, each of which has the 
same private alternative, in that the budget restraint is not binding, and 
in other ways. More complicated problems can be most effectively 
handled by machines. 


IV. Methods of Solution 


Choosing the levels of the choice variables (the xi;) in such a way 
as to maximize equation (2) subject to the restraints can, in principle, 
be done in at least two ways. The most general is as a problem in linear 
programming; indeed, since the xi; are all either zero or one, it is the 
simplest form of linear programming problem—the so-called transpor- 
tation problem.” In essence, the standard (simplex) method of solu- 
tion is iterative, proceeding from an arbitrary feasible solution to an 
optimal one. 

An alternative algorithmic procedure based upon enumeration of 
feasible combinations is available and may prove less expensive for 

* There are a number of expositions of the method. See, for one, [2, Ch. 5]. Markowitz 
and Manne [8] developed a technique for solution that is appropriate for discrete values 
of the choice variables even if not restricted to zero and one. More recent (unpublished) 
work by R. E. Gomory (“An Algorithm for Integer Solutions to Linear Programs,” Prince- 


ton-I.B.M. Math. Res. Project Tech. Rept. No. 1, Nov. 17, 1958) has developed a solution 
to the discrete programming problem that is better suited to machine computation. 
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problems of moderate size. Because of the particularly simple form of 
the objective function and of the restraints, this procedure is easily 
adapted to machine computation. The procedure is as follows: 


Step 1: Identify the combinations that are feasible with respect to the 
incompatibility restraints. 


Consider a case in which there are WN projects identified. NV is by 
definition the number of :;’s identified, and cannot be greater than i* 
times j* (where * indicates the largest value assigned), and is most 
likely smaller, because not all facilities can be used for all purposes; 
e.g., a dam site below a city cannot be used to provide flood control 
protection to the city. Since the problem is to assign each such project 
a level of either zero or one, there are 2” total combinations of projects 
—a truly fearsome number for even moderate sizes of N (e.g., if 
N = 30, 2” exceeds 1 billion). Fortunately, not all must be considered, 
for any program containing more than the smaller of i* or j* projects 
will necessarily violate one of the incompatibility restraints on the xi;. 
Thus, letting m = min (i*, j*) it is necessary to consider only 


n 
= (*) combinations, 
a=0 Qa 


which is a very much smaller number (e.g., if V = 30, = 4, the number 
is about 32,000; if NV = 30, m = 5, the number is about 174,000).” 

Many of these combinations violate the incompatibility restraints 
(c) and (d) which in effect require that programs be taken from an 
(i* + 1) X j* matrix in such a way that not more than one project be 
included from any row or column. Those programs that do not violate 
this condition become a set of addresses for future reference. 


Step 2: Compute for each feasible combination identified in Step 1 the 
>oxi;ksj and eliminate all that violate the budget restraint. 


Since the combinations remaining after the first step consist of a 


* This maximum number of combinations that the machine must consider in the first 
step of the analysis can be evaluated directly using binomial tables, or can be approximated 
for all but very small values of N using areas under the normal curve: 


n n N 

a0 \@ a0 \@ 2 
where g(t) is a normal curve of zero mean and unit standard deviation, and ¢, the normal 
deviate. 
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series of programs having some elements with xi; = 1, and the rest 
equal to zero, all that is required is summation of the ki; of the non- 
zero components of each program. Those programs that do not violate 
this restraint are retained as addresses for the third step. 


Step 3: For the addresses identified in Step 2, the >-xiy,; is computed, 
ii 


and the program with the largest value is the best of the feasible 
programs. 


Once again the computation involved is a simple sum of the values of 
yis for each of the projects with nonzero values of xi; in each remain- 
ing program.” Instead of simply choosing the maximum, it is of course 
possible to rank programs in decreasing order and thus leave the way 
open to evaluating the differential merit of alternative programs and 
permitting the introduction of such other (nonefficiency) considerations 
as may be desired. (For example, the second-best program may be very 
nearly as good as the best and yet provide a politically better geographi- 
cal distribution of expenditures. ) 

The choice between the alternative methods of solution will depend 
upon the relative cost of computation. Either is in principle capable 
of solving the problem in a straightforward manner. 


V. Conclusion 
The basic equation (3) of the present model, 


yg = (Giz — — (Gj — — 


represents a general form of a sensible objective function. It encom- 
passes therefore a variety of special cases which rest implicitly upon 
certain limiting assumptions. A number of these special cases have been 
advocated as the correct solution; the present section attempts to place 
them in context. Special cases can be generated in a number of ways 
by choice of limiting assumptions concerning the sources of funds, the 
existence of supramarginal private alternatives, and the level of 
employment. 


* The three-step procedure here suggested is designed to economize computational time. 
In principle it would be possible to combine the last two, or even all three steps. For ex- 
ample, it would be possible to compute both 2x;,;k.; and 2x;:;y:, for all the addresses found 
in step one, thus combining steps two and three. But to do so would be to calculate the 
2xi4¥13 for many programs which are of no interest since they violate the budget restraint, 
and therefore to multiply the number of machine operations required. 

An alternative procedure is available if it is desired to leave the budget limit unspecified 
until the last step. 
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If federal budgets are regarded as fully flexible, then all marginal 
funds come from the private sector and the term aski; vanishes. If pri- 
vate alternatives either do not exist or are merely marginal, the term 
(G; — al;) also vanishes, and all that remains is Gi; — azmi;.”* 

Given the heavy defense and related demands upon the federal 
budget, given full employment of resources and heavy taxes, a different 
view is that public works budgets are virtually rigid in which case the 
cerm a2mi; vanishes. Given also supramarginal private alternatives, this 
suggests that the relevant terms are (Gi; — a:ki;) — (Gs — aul). 
These are reasonably realistic assumptions for the bulk of the postwar 
period. 

In an economy characterized by heavy underutilization of resources, 
one might expect few or no marginally attractive investment opportuni- 
ties, and the value of a. would become zero (since rs = 0). Similarly, 
one might visualize a mechanism for transferring funds from private to 
public sectors that tapped idle resources; thus the value of a2 would 
approach zero, and a larger public works program would be justifiable 
on efficiency as well as on stability grounds, since some of the indirect 
opportunity costs would vanish. 

That the nature of the choices made will vary ssieiiilinie to the gen- 
eral budgetary and economic situation is of course not an exclusive 
feature of the present model—transfer costs or internal rates of return 
also reflect these considerations. The chief advantages of the model 
are: (1) its flexibility in allowing for changes in the relevance and 
magnitude of ihe different classes of opportunity costs, (2) its flexi- 
bility in defining the appropriate restraint or restraints, (3) its handling 
of the displacement problem, and (4) its ability to handle choice among 
incompatible alternatives.” 


MATHEMATICAL APPENDIX 


The purpose of this appendix is to show the derivation of equation (2) 
(p. 900 above), which maximizes over Sector 1 only, from equation (1), which 
concerns the maximum over all sectors, and to make clear the role played 
by the particular assumptions and definitions. 


* Tf, in addition, one follows [5] and regards the appropriate x = r2, az is zero and the 
criterion is simply to maximize G;; evaluated at this “transfer-cost” interest rate. 

» With respect to (1) I believe that most of the case studies of 1950-58 made in [5] 
and [6] require re-evaluation in terms of the assumptions appropriate to the period. With 
respect to (2), both [3] and [5] assume that the appropriate restraint is the present value 
of total cost; [6] assumes capital cost is the scarce resource. With respect to (3) the 
problem is usually assumed away by supposing all private alternatives are marginal, or by 
assuming a; = O. With respect to (4), it is standard practice to ignore incompatibilities— 
apparently the assumption is made that choice is limited to mutually compatible alternatives. 
But this ducks a major part of the problem: choosing the efficient compatible sets. 
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Definitions—Let: 
Sectors, 51, $2, S3, S4 be defined as in text; 
p be a general running subscript (p=7 in S1; p=j in S2); 
a be a discount rate; 
G, be the present value of the pth project over capital and operat- 
ing costs, evaluated using x; 
x, be the level of the pth project; 
k,; be cost in units of the scarce budget, ki;=kij;-+m;, where ki; 
is the drain on the existing budget, m,; is the net increase in the 
“A budget which adoption of the ijth project will cause; m;; repre- 
‘Sear sents the amount of funds transferred from the private sector 
(by taxation or borrowing); 
. K be the existing budget restraint for S1 and $3; 
4 l, be the capital cost of the pth private project; 
st A be the amount of private investment if no funds transferred; 


a >. x,m,; be the change in private investment owing to the transfer of 


> xm dollars from private to public sectors; 


te a; = — for S3 
a > assumed constant, a; > 0; 
G, 
a, = — for S4 
P 
ade >= ad. 
: Objective function: 
S1 S82 S3 S4 


Restraints: 


Dd xiki; < K (budget restraint). 
81 


xp = 0, 1, all p (discreteness restraint). 
> xi + x; = 1 (incompatibility of j’s). 


> x < 1 (incompatibility of i’s). 
j 


Since the direct choice variables are the x;;, it is convenient to reformulate 
the objective function in a form relying only on these variables. 


7 
3 
© 
= 
= 


rat- 


kis 
the 
‘tor 


d; 
- of 


tte 


STEINER: ALTERNATIVE PUBLIC INVESTMENTS 915 


From the definitions, we note that: 


(i) LX + = K; 
81 83 

S2 S84 

(iii) G, = a3k,y, for S3; 

(iv) G, = ad,, for S4. 


Thus, we can write: 


= a3 = as (x -> 
S3 83 S1 
84 S4 S81 S82 
Substituting, in eq. (1): 
81 81 82 
— aga — a4 
81 S82 
(1.1) N = (Gis — — + (G; — ad) x; + 3K + aA. 
Si 82 
Let wi = Gis — askiz — 
wy = G; — aul; 
Vig = Wij — Wj. 


We can rewrite eq. (1.1): 
N= > WijXij + > + + aA. 
Si S2 


From the restraints we know that 4;=1— >>; x,;, and thus: 
N= Dd > Dd w; + + aA 
Si S2 i 
= (ws — wie + + + 
81 S2 


Since the last three terms are constant, they will not affect the maximum, 
and we can maximize instead: 


(2) Z =D 


where, to expand, 
(3) = (Gig — — (Gj — aalj) — army. 
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RELATIVE INCOME SHARES IN FACT AND THEORY 
By Irvine B. Kravis* 


Despite the prominence of functional income distribution in the his- 
tory of economic thought and the recent evidences of a revival of inter- 
est in the subject,’ the theory of distribution remains in a parlous state. 
This is particularly true with respect to the aid it can give in explaining 
historical changes in relative shares. Part of the reason for the lack 
of more progress has been the tendency to deal with the problem in 
purely deductive terms; and when empirical factors have been taken 
into account, there has been a tendency to explain away evidences of a 
rising labor share and to regard division of income between labor and. 
capital as having remained constant.” 

Our examination of U. S. data for the past half century has led to | \- 
the conclusion that the notion of long-run constancy in relative shares ~~ 
is false—at least for this country and period. There has actually been ~~ 
a shift in the distribution of national income from property to labor, 
and it is this which has to be explained. The size of the shift depends j 
upon the particular assumptions used in allocating entrepreneurial i in- 
come between its property and labor components, but there appears to 
be little doubt about the existence of the movement. Indeed, when the 
various biases in the statistical and accounting framework are taken 
into account, the net effect is to strengthen the impression of a notable 
change in relative shares. Labor’s gain in terms of personal income is, 


_as would be expected, much greater than in terms of national income. 


The main purpose of this paper is to set forth the evidence supporting 
these conclusions. The more interesting and challenging task of explain- 


* The author is professor of economics at the University of Pennsylvania. This paper is 
based on research undertaken in connection with a broad Study of Consumer Expenditures, 
Incomes and Savings at the University’s Wharton School of Finance and Commerce, being 
carried out in cooperation with the Bureau of Labor Statistics and financed by a grant 
from the Ford Foundation. The author wishes to acknowledge the valuable criticisms and 
suggestions from his colleagues, R. A. Easterlin, I. Friend, L. R. Klein and S. Weintraub, 
and from G. Jaszi of the U. S. Department of Commerce. 

*On the theoretical side, the most important single work has been that of S. Weintraub 
[37], which attempts to break new ground and which contains references to the recent 
theoretical literature. For citations of the recent empirical work see R. M. Solow [24]. 

? The oversimplification involved in this view has been stressed in an international com- 
parison of income shares by Simon Kuznets [20] which came to hand after this paper 
was completed. 
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ing them requires a fuller understanding of the processes of economic 

change than economists possess at present. Some of the elements in the 

story can be identified but we can only speculate on their precise role. 
One important factor has been the change in the relative supplies of ~ 
"labor and ¢ ~The number of man-hours worked has not not expanded - 

| as fast as population despite the great rise in real hourly. earnings, while 

“y | reproducible capital (in constant prices) has nearly doubled _in relation 
| to. man-hours. The greater responsiveness of the supply of capital to ion 


i demands of a growing economy has led to price-induced substitution 

| with existing techniques and probably also to ) capital-using innovations 

é opportunity for factor substitution in this historical rather than i 

a static sense has been of great practical importance as a built-in stabi 

izer of relative shares. Aside from relative factor supplies, shifts in the 
; structure of industry, particularly those involving a diminution in the 

ag _ Telative importance of agriculture, have probably operated to favor the 
” r share. Rising prices, by adversely affecting the incomes of ~ 
| 


s, may also havé contributed to the increase in the relative share 
bor. 


I. The Empirical Evidence on Income Shares 


The study of the trends in the functional distribution of income is 
handicapped by the fact—often commented upon [19, pp. 81-90] [20, 
p. 25]—that the nature of the components of income for which we have 
data has not been determined by the requirements of the economists but 
Fr by the legal and institutional arrangements of our society. The greatest 
&: differences between the classical concepts of factor shares and the con- - 
cepts used in national accounting relate to rent and profit. The “rent” 
of national accounting is the “rental.income of persons” and does not 
represent a scarcity return either on the indestructible resources of 
nature or on specific factors temporarily fixed in quantity. It does not 
even include the net income on all leased property, but only the portion 
thereof received by persons; the net income on real estate owned by 
businesses is not counted as rent but as part of corporate profits or unin- 
corporated income. Corporate profits also include explicit or imputed 
interest received by firms, and the income of unincorporated enterprises 
contains not only rent and interest but also the return for the labor of 
proprietors. 


A. A Threefold Division of Income 


Given this accounting framework, a threefold division of income into— 
employee compensation, entrepreneurial (unincorporated) i income, and 
property income (rent, interest and corporate profit) is perhaps most 
relevant to the study of functional shares. In these terms, we can see 
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from the average shares for overlapping decades presented in Table 1 
that; employee compensation rose from 55 per cent of national income ~ 
at the beginning of the century to 67 per cent in the 1930’s and re- 
mained at approximately that level in the ensuing decades. The bulk 
of the increase in the share of employee compensation in its period of 
expansion (between 1900-09 and 1930-39)* came at the expense of 
“entrepreneurial income which declined from 24 to 15 per cent, but it 
should not be inferred that managerial employees were the main bene- 
ficiaries of the rise in employee compensation. On the contrary, the evi- 

~odénce we have indicates that there was only a small gain in the per- 
centage share of corporate officers during the period when employee 
compensation rose most, and there has actually been.a diminution in 
the executive share in recent decades (see Table 2). 


TaBLe 2—SHARE IN NATIONAL INCOME OF COMPENSATION OF EMPLOYEES 


(per cent) 
All Employees Corporate Officers Other Employees 
1919-24 60.3 3.6 56.7 
1928-37 65.4 4.3 61.1 
1929-38 66.6 4.3 62.3 
1934-43 65.1 3.6 61.5 
1939-48 64.6 2.9 61.7 
1944-53 65.6 2.8 62.8 


Sources: As in Table 1 except for shares of corporate officers in 1919-24 and 1928-37 which 
are based on S. Kuznets [19, pp. 216, 853]. 


Perhaps in view of the perquisites of corporate officers that escape 
taxation and would be difficult to evaluate for income accounting pur- 
poses even if all the facts were known, these figures must be seasoned 
with several grains of salt. However, the understatement in recent years 
compared with earlier ones would have to be substantial to offset the 
impression of a declining relative share, Even, for example, if we add 
50 per cent to the average income of corporate officers for the 1944-53 
decade, the share of corporate officers in national income does not quite 
come up to their 1929-38 share. It is still possible, however, that the in- 
~~ *For this and certain other series, the ‘thirties represent a dividing decade with one 
type of behavior characteristic of the period before and another of the period after. Since 
the underlying sources are also different before and after the ’thirties, this raises the ques- 
tion whether the variation in behavior results merely from differences in statistical treat- 
ment. Fortunately we are able to present figures from both the earlier (largely Kuznets) 
and later (Department of Commerce) sources for the ’thirties, and the close similarity in 
the two sets of figures offers some reassurance about the comparability of the two sets 


of data. Some of the conceptual differences, which have become quantitatively significant 
in the forties and fifties, are discussed in the text subsequently. 
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come share of corporate managerial employees below the officer cate- 
gory has been rising. 

It seems likely that the upward trend in wages or total employee 7 
compensation and the decline in entrepreneurial income have their be- | x 
ginnings back in the 19th century. E. C. Budd has estimated that the _ 
share of wages in private income rose from about 43 per cent in 1869-70 
to around 48 per cent in 1909-10 [1]. 

The long-run rise in the employee share and decline in the share of — 
business income are closely related to two other important and inter- 
related trends in the nation’s economic structure—the change from 7% 

_ an agricultural to an industrial country and the shift out of self- 
employment into wage and salary employment. The proportion of / 
" persons engaged in agriculture declined from more than half of the work 
force in 1870 to less than 40 per cent at the turn of the century, to 10 
per cent and less in the 1950’s, while the proportion of employees rose 
from 58 per cent in 1870 to 64 per cent at the turn of the century and 
to around 85 per cent in the 1950’s.* 

The share of property income (interest, rent and corporate profit) 
hovered around a level of 21 or 22 per cent from 1900-09 to 1925-34, 
and around 18 or 19 per cent since 1930-39. This relative stability of = 
the property share has, however, been the product of offsetting shifts ¥ 
in its components, particularly interest and corporate profits. In eight 
out of the ten decade-to-decade changes in Table 1, the interest and 
corporate profits shares move in opposite directions, describing about 
one and one-half loug cycles during the half century or more. There was 
a peak in the profits share and a trough in the interest share in the pros- 
perous first world war decade, a profits trough and interest peak in the 
depressed ’thirties, and high profits and low interest shares in the 
prosperous ‘forties and ’fifties. This seesaw relationship between-a 
return based upon a fixed claim and one representing a residual share 
contrasts with the decline in the rent share from 9.1 per cent in 1900-09 _ 
to around 3% per cent in 1934-43 and the ensuing periods. In a sense,’ 
this reduction in the rent share plays an important role in producing 
the relative stability oF the property share. Compared to most former ” 
decades, the recent levels of the profit share tend to be higher by a 
larger number of percentage points than the interest share is lower, and, « 
were it not for the fact that the rent share has only been one-half or 
one-third of its former levels, the property share would have risen. _ 

A large part of the rent share—over 61 per cent in 1950°—represents — 

* 1870 and 1900 based on Budd [1, App. A]; 1950’s based on Commerce data [33, Tables 
25 and 28]. 

* [32, p. 86]. Rented nonfarm dwellings accounted for 21 per cent of net rental income 


and owner-occupied nonfarm dwelling for 40 per cent. Farm realty, including both 
residences and farming property, was responsible for 13 per cent. 
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net rental income from residential property, and it might be thought 
that the decline in the rent share could be traced to a reduction in the 
relative importance of housing services in total consumption as the level 
of aggregate consumption per capita has increased. Indeed, it is possi- 
ble that the relative importance of buildings in general might have 
diminished in an economy expanding in per capita income and wealth. 

If we approach this question from the consumption side, we find con- 
flicting evidence concerning the trend in the proportion of housing 
“rent” to total consumption. While Kuznets’ data indicate that housing 
remained around 14 per cent of total consumption from 1899-1908 to 
1929-38, Dewhurst’s estimates suggest a decline of 36 per cent in the 
housing share in consumption during a period in which the rent share in 
income dropped by 64 per cent.® Evidence from survey sources, al- 
though far from satisfactory, tends to support the Kuznets rather than ° 
the Dewhurst findings on this point. 

Nor did the relative importance of residential real estate in income- 
producing assets diminish during the period when the rent share de- 
clined so precipitously. If anything, the share of nonfarm residences 
in total private tangible assets (other than consumer durables) was 
slightly higher after 1929 than before, but this was offset or more than 
offset by a fairly pronounced decline in the share of other structures 
[8, p. 306]. 

There is some evidence, however, that rent-yielding assets (land and 
buildings) did diminish in relative importance in the investment hold- 
ings of individuals. Goldsmith’s balance sheets of national wealth indi- 
cate that the share of such assets in the total earning assets held by 
households diminished from 45 per cent in 1900 to 40 per cent in 1949.” 
The implication is that there was a trend toward the replacement of -- 
amateur real estate lessors (including owners occupying their own 
dwellings) by lessors making a regular business of owning and leasing 
real estate. This would, of course, cause a shift in the reporting of the 
income yielded by real property from the category of rent to the cate- 
gory of business income. However, the decline in the relative importance 
of rent-yielding assets held by households is hot great enough to account - 


*The decline in the income share from 1905-14 to 1934-43 is calculated from Table 1. 
The decline in the consumption share is calculated by taking Dewhurst’s estimate of 19.1 
per cent for 1909 as representative of the decade 1905-14 and extrapolating Dewhurst’s 
1929 figure to 1934-43 on the basis of Commerce Department data. The consumption data 
and their sources are cited in Kravis [16, pp. 340, 342]. 

* Based on R. Goldsmith [7, pp. 42-43, 56-57]. All the tangible and intangible assets 
listed by Goldsmith except consumer durables, currency, U. S. government securities, com- 
mercial bank deposits and “other intangible assets” were considered as earning assets for 
this purpose. 
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for more than a small part of the contraction in the rent share. On the 
other hand, it is not beyond the realm of possibility that the trend 
toward business ownership and leasing of property may be reflected 
more fully in the income estimates than in the wealth data.* The differ- 
ence would have to be substantial to help us very much, and, on the 
whole, it seems unlikely that changed institutional arrangements re- 
lating to real property ownership and management are primarily re- 
sponsible for the diminished importance of rents in national income. 
The role of more purely economic factors—viz., supply and demand 
relationships—will be discussed subsequently in connection with the 
more general question of the change in the property share as a whole.’ 


B. The Division of Income between Property and Labor 


Although the threefold division into labor, entrepreneurial and 
property shares is as far as the usual accounting records of the economy 
can carry us, it is necessary to attempt to divide entrepreneurial income 
into its labor and property components if we are to probe some ques- _ 


tions that arise: Has the increase in the share of labor been attributable — oj 


mainly to the shift from self-employment in the proprietorship form to 
employment under the corporate form of business organization? What 
has happened to the share of income representing returns to the current 
efforts of persons engaged in economic activity (i.e., what we shall call 
the “labor” share) as compared to the share representing the return on 
past accumulations of wealth (i.e., what we shall call the “property” 
share) ? 
‘Of course, if all or virtually all of entrepreneurial income could 

considered as a reward for the labor of the entrepreneur, the answer t 
these questions would be very simple. In that case, our findings would 


be that the relative shares of labor and property in the national income} 


have remained almost constant for more than half a century with only 
a slight shift in favor of labor in the years around 1930. 

The difficulty with this view is that it implicitly assumes that the re- 
turns upon the assets of unincorporated enterprises have been zero or 
negligible. These assets form a substantial, albeit declining, share of 
total private wealth. In 1956, unincorporated businesses and farms 
accounted for 23 per cent of the total tangible assets of the private 
sector (excluding consumer durable goods); in 1900, they accounted 

* Goldsmith’s wealth balance sheets, for example, do not show any ownership of resi- 
dential property by unincorporated businesses. 

*The rent figures probably are the least reliable of the various share estimates [32, 
p. 86]. However, there is no obvious reason for believing that a downward bias of increas- 


ing severity has crept into the estimates; and in view of the size of the reduction it seems 
improbable that the change could be explained on this basis. 


ht 
he 
ve 
h. 
LL? 
to 
ne 
7 
in 
e- 
e- 
eS 
eS 
i- 
X 
le 
it 
1 
’s 
ts 
1- 
or 


924 THE AMERICAN ECONOMIC REVIEW 


for 41 per cent.” Therefore, the assumption about the rate of return 
earned by these assets is critical to an evaluation of the property share 
in entrepreneurial income. 

One possible assumption is that the rate of yield upon entrepreneurial 
property has been the same as that upon other property. The entre- 
preneurial property share in national income can then be calculated 

‘ by applying to the share of other property (i.e., the combined share of 

a interest, rent and corporate profits) the ratio of the value of entrepre- 

& neurial to other property. When the entrepreneurial property shares 

ee calculated in this fashion are added to the other property shares (inter- 
fest est, rent, and corporate profits) to obtain what may be called the total 

x property share the results are as shown in column 8 of Table 1. This 

4 will be referred to as the “asset basis” for estimating the property share 
in entrepreneurial income. 

The asset basis regards the return to entrepreneurial labor as the~ 
residual component of entrepreneurial income. It seems just as logical 
—and has the sanction of at least occasional practice—to calculate the 
labor component directly and to regard the property portion as the resid- 
ual return. This can be done by assuming that the annual value of the 
labor of a proprietor was equal to the annual earnings of a hired worker. 
The figures produced by this approach, the “labor basis” for splitting 
up entrepreneurial income, are presented in column 9 of Table 1.” 

The difficulty with both the asset and labor bases is that they tend 
to concentrate the effects of fluctuations in the entrepreneurial share 
upon one or the other component. It may be more realistic to argue that 
when the entrepreneur commits his labor and capital to an enterprise, 
he is taking the risk that he will get much less than the market rates 
of return on both the labor and capital in the hope, of course, that he 
will get much more. Since the two types of input are jointly committed, 


* The percentages were calculated from R. Goldsmith’s national balance sheets [7, pp. 
42-56]. The percentages for the years for which Goldsmith presented balance sheets are as 


follows: 
1900 41 1929 28 1945 29 
1912 43 1933 24 1949 27 
1922 35 1939 24 1956 23 


The 1956 figure is based on data kindly supplied by Goldsmith. 

™ Since the labor earnings of proprietors were assumed to be the same as employees, 
the share of national income accounted for by proprietors’ labor earnings could be 
obtained by multiplying the wage and salary share by the ratio of proprietors to em- 
ployees. The numbers of proprietors and employees for 1929-57 were obtained from Com- 
merce data [33], for 1919-29 from Kuznets [19, pp. 334, 340], for 1909-19 from Creamer 
[3, pp. 129-30], and for 1900 and 1910 from Budd [1, App. A]. For 1909-19 the number 
of proprietors was extrapolated from Kuznets 1919 figures [19, p. 340] by an index based 
on estimates by King [14, p. 62]. 
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there is a case for allowing both to share in the ups and downs of 
entrepreneurial income. This suggests that entrepreneurial income be — 
divided into the labor and property components in constant proportions. 
Using a rough generalization of estimates of the labor and property 
shares in entrepreneurial income prepared by D. G. Johnson [11, 
p. 726]; we have taken 65 per cent as labor and 35 per cent as property — 
income.” The total property shares on the basis of these proportions are 
given in column 10 of Table 1. 

Any such constant division of entrepreneurial income between prop- 
erty and labor is subject to the objection that it ignores the forces at 
work in the economy shifting the balance between labor and property 
incomes—the very tendencies we are studying. An allocation basis 
which meets this criticism and still avoids concentrating the effects of 
the vicissitudes of entrepreneurial fortune on one share or the other is 
to divide the income of noncorporate business for each period in ac- 
cordance with the current relationship between labor and property in- 
come in the entire economy excluding the entrepreneurial sector. We 
have labeled this the “economy-wide” basis (see column 11 of Table 1). 

The addition of entrepreneurial property returns to the other 
property shares produces total property shares that are substantially 
smaller in recent decades than at the beginning of the century except 
when the labor basis is used, in which case the decline is modest. On 
all four approaches there was a sharp drop in the total property share 
between 1910-19 and 1930-39 when the share of entrepreneurial income 
fell from 24 tu i5 per cent. The decline was the most precipitous in 
terms of the labor basis, since this method has the effect of assigning 
to labor almost the whole of entrepreneurial income during the decades 
affected by the great depression when business earnings were low. With 
economic recovery, however, the labor basis results in a sharp rise in 

* Johnson calculated the capital component of farm operators’ income by applying cur- 
rent rents to farm land, and current interest rates to the value of farm inventories [10, 
p. 726]. He divided the income of nonfarm proprietorships on the basis of (1) the relative 
importance of property and labor in income originating in corporate manufacturing and 
(2) the relationship between wages paid by noncorporate enterprises and the net income 
of such businesses [11, pp. 176-77]. Johnson’s reasoning with respect to nonfarm enter- 
prises began with the idea that the property share which was 25 per cent of corporate in- 
come, was less, perhaps only 20 or 15 per cent, of noncorporate income. Since virtually all 
property income in unincorporated enterprises is part of proprietors’ income and since in 
proprietorships wages and entrepreneurial income have been about equal, a 20 per cent 
property share for the enterprise means a 40 per cent property share in entrepreneurial in- 
come. Johnson felt warranted in taking 20 per cent as the property share for the enterprise, 
but he settled on a 35 rather than 40 per cent property share in entrepreneurial income in 
order to allow for the fact that some property used by entrepreneurs is not owned by them. 
Cf. also G. J. Schuller [23] whose estimates with respect to the broad division between 
labor, entrepreneurial and property shares suggest conclusions similar to those reached 
above. 
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the total property share, whereas the other approaches show only very 
slight or no increases. 

Our methods in connection with all four techniques are, of course, 
susceptible of substantial refinement, and even with the same basic 
method many alternative assumptions with respect to the returns to 
labor or capital are possible. In particular, it would be preferable to 
value the services of labor and capital in accordance with the returns 
prevailing in each sector of the economy rather than in the economy as 
a whole. For example, the labor performed by entrepreneurs in agri- 
culture and trade, who even in recent years have accounted for about 
two-thirds of all proprietors, should be valued at annual earnings of 
employees in those industries rather than (as we have done) at annual 
earnings of employees in the economy as a whole. Similarly, in place of 
the economy-wide approach, it would have been desirable to allocate 
entrepreneurial income in each sector between property and labor on 
the basis of the division in the corporate portion of the sector. 

While our methods of estimation have influenced the results, the 
share figures are in an even more fundamental sense the product of the 
particular accounting framework under which they were produced. 
While there is on the whole widespread agreement upon the methods 
of social accounting, some issues which may affect the income share 
estimates remain controversial.** In addition, even some of the conven- 
tional procedures that are followed may have won agreement more on 
the ground of statistical convenience than conceptual adequacy. We~ 
are faced with the question, therefore, whether the trend in shares that 
we have observed—particularly the decline in the property share— 
would persist if the issues concerning accounting methods had been 
resolved in another way. We will consider the effect upon shares of 
(1) the shift of certain activities from households to the market, (2) the 
omission from the national accounts of the returns on certain types of 
property (viz., property owned by government and-durable goods 
other than residences owned by consumers), (3) the exclusion from 
the estimates of interest on government debt and the inclusion of the 
compensation of government employees, (4) the Department of Com- 
merce practice of using historical rather than replacement-cost depreci- 
ation, and (5) the effect of changes in tax laws and regulations govern- 
ing depreciation allowances. 

1. The effect of the monetization of household activities is difficult to 
quantify. However, its possible impact is somewhat offset by the fact 
that not all of household production can be taken as representing serv- 


“For a recent discussion see Studies in Income and Wealth, Vol. 22, Princeton 1958, 
especially the papers by G. Jaszi, R. T. Bowman and R. A. Easterlin, and E. C. Budd. 
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ice income; at least a small share must be regarded as income derived 
from property. 

2. Rough calculations make it appear unlikely that the inclusion of 
income from government property and consumer durables would ob- 
literate the decline in the property share. If we use R. Goldsmith’s 
national wealth estimates** and assume that the return on these types 
of property was equal to that on the types whose earnings are included 
in the national accounts, the share of property in the national income 
declines from 31.1 per cent in 1900-09 to 26.2 per cent in 1949-57 in- 
stead of from 28 to 22 per cent as the economy-wide basis estimates of 
Table 1 show. Since approximately 15 to 20 per cent of the tangible 
assets owned by government consisted of stocks of monetary metals 
and roughly another 25 to 50 per cent consisted of public land, and since 


TABLE 3—GOVERNMENT INTEREST AS PERCENTAGE OF NATIONAL INCOME* 


Kuznets’ estimates: 
1919-28 
1929-38 2.4 
Department of Commerce estimates: 
1929-38 1.9 
1934-43 1.6 
1939-48 1.7 
1944-53 
1949-57 


* National income is inclusive of net interest payments by government. 

Sources: S. Kuznets [19, pp. 137, 811]; Department of Commerce [34, pp. 4, 6]. 
our assumption implies that the return on government property was 
equal to that of private property, we may well have overstated the 
extent to which the inclusion of income from government property 
would modify the observed change in income shares. A similar calcula- 
tion, in which only consumer durables are added, produces a property 
share of 29.4 per cent in 1900-09 and 23.8 per cent in 1949-57. Thus~~ 
it is clear that the share of property in the national income declined 
notably even if generous allowance is made for income from types of 
property omitted from conventional national income accounting. 

3. Whether net interest paid by government should be treated as a 
factor return or as a transfer is a moot question. The interest shares 
in Table 1 exclude such payments, thus following the Department of 
Commerce in regarding them as transfers.** Judging from the estimates 


“17, pp. 14-15, 42-56]. Data for 1950 and 1955, also prepared by Goldsmith [29, 
p. 123], were averaged and taken as representative of 1949-57. 

* Johnson adjusted the original Kuznets interest series so as to exclude net interest 
payments by government, so the figures in Table 1 are consistent in this respect through- 
out the entire period. 
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of government interest from 1919-28 onwards in Table 3, their in- 
clusion would tend to raise the level of the interest and property shares 
by 1 or 2 percentage points but would have no effect upon the trend. 
However, an alternative adjustment, and possibly a preferable one, is 
to exclude income originating in the government altogether. For the 
period since 1929, this is easily done by subtracting the compensation 
of government employees from employee compensation and national 
income. For the years prior to 1929, when Johnson’s version of Kuznets’ 
estimates are used, the same adjustments are made though the justifi- 
cation for so simple a procedure is more dubious. The results, shown in 
Table 4, do little to alter the conclusion that the share of employee 


Taste 4—Lazor Snares, Exctupinc CoMPENSATION OF GOVERNMENT 
EMPLOYEES FROM EMPLOYEE COMPENSATION AND NATIONAL INCOME 


Employee Labor Employee Labor 
Compensation} Share* Compensation} Share* 
1900-09 53.3 70.7 1929-38 62.9 75.5 
1905-14 53.5 70.3 1934-43 60.5 73.4 
1910-19 51.5 68.6 1939-48 59.5 72.4 
1915-24 54.6 70.1 1944-53 61.0 72.6 
1920-29 58.4 71.7 1949-57 63.2 72.2 
1925-34 61.6 73.9 
1930-39 63.6 76.2 
* Economy-wide basis. 


Sources: As in Table 1 except for compensation of government employees 1900-09 to 1930- 
39 which was derived by extrapolation of Department of Commerce figures by use of data of 
S. Kuznets [19, p. 811], W. King [14, p. 122] and S. Fabricant (6, App. D]. 


compensation has risen over the period as a whole, but they do throw 
into question the secular trend in the labor share (economy-wide basis) 
particularly since 1929. If this were the final adjustment that had to be 
made, our conclusion would be that much of the increase in the labor 
share observed in the data for the half century was attributable to the 
growth in relative importance of government employment and to the 
circumstance that the current method of accounting for government 
product leaves no room for returns to any factor but labor. 

4. The Department of Commerce, upon whose data we rely for the 
years since 1929, estimates business and national income by deducting 
from gross product capital consumption allowances which, except for 
agriculture, are based upon original rather than replacement cost. From 
the standpoint of measuring relative shares in income, there may be 
some preference for calculating property and national income on the 
basis of replacement cost. In a period of rising prices, it can be argued, 
original cost depreciation tends to overstate the property share because 
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it leads to the inclusion in income of what is really a diminution in the 
real value of capital assets. Contrariwise, in a period of falling prices 
original cost depreciation tends to understate the property share be- 
cause it results in the overvaluation of the actual consumption of capital 
assets in current production. 

When replacement cost depreciation is used instead of original cost, 


5—Torat Property SHARE (Economy-WinE Basis) As AFFECTED BY 
MeErtHop oF DEPRECIATION 


(Average of percentage shares for individual years) 


Depreciation at Original Cost Deprecjation at Reproduction Cost 
Including Excluding Including Excluding 

Government Government Government Government 
1929-38 21.1 24.5 20.7 23.5 
1934-43 22.0 26.6 21.3 24.8 
1939-48 22.1 27.6 20.8 24.6 
1944-53 21.6 27.4 19.5 22.8 
1949-57 22.0 27.8 19.3 22.1 


Sources: Original cost depreciation shares from Table 1. Replacement cost depreciation 
shares calculated by adding to Commerce depreciation allowances [34, p. 6] an estimate of 
the difference between replacement and original cost depreciation. Kuznets’ estimates of re- 
placement cost depreciation, adjusted by him to exclude depreciation on government capital, 
were used [17, Table A-4, Col. 6]. Kuznets’ data were available only through 1953; the estimate 
for 1949-57 in above table is therefore based upon the present author’s rough extrapolations. 
The excess of replacement over original cost depreciation was allocated between corporate 
and noncorporate enterprise on the basis of the relative amounts of original cost depreciation. 
Original cost depreciation is given separately for the corporate and noncorporate sectors be- 
ginning with 1946 in Department of Commerce estimates [35, pp. 216-17]. Corporate de- 
preciation was extrapolated back to 1929 on the basis of estimates for manufacturing depre- 
ciation by D. C. Wooden and R. C. Wasson [39], and noncorporate depreciation was taken 
as the residual. 


the property share in 1949-57 is slightly lower than in 1929-38 whether 
the compensation of government employees is included or not (see 
Table 5). The economy-wide property share in privately produced 
income declines from 29.3 per cent in 1900-09 to 22.1 per cent in 
1949-57,*° 


*It is difficult to evaluate the effect of the method of depreciation upon the pre-1929 
estimates in Table 1. The figures for these earlier years are fundamentally backward extra- 
polations of Commerce Department data on the basis of shares in aggregate payments. 
To the extent that the resultant estimates are closer to those that would have been ob- 
tained by the application of replacement cost depreciation, our conclusion would be that 
there has been a fairly consistent downward trend in the property share in national 
income dating from the second decade of the current century. If, on the other hand, the 
pre-1929 estimates are closer to those that would have been obtained by the use of 
original cost depreciation, adustment to a replacement cost basis would, in view of the 
rising price trends in the first quarter of a century, make for an even sharper decline in the 
property share than our figures show and also might well indicate that the beginning of 
the drop goes all the way back to the start of the century. 
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TaBLe 6—Lasor SHARES IN NATIONAL INCOME SINCE 1929, CycLICAL PEAKS 


Economy-Wide Labor Share 
Compensation of Nonfarm Depreciation at 
Employees 
Original Cost Reproduction Cost 
Including | Excluding | Including | Excluding | Including | Excluding 

1929 58.2 55.7 69.9 66.8 70.5 68.3 
1937 65.1 61.2 78.7 74.6 79.5 76.7 
1944 66.4 58.6 79.2 72.0 80.0 74.4 
1948 63.1 » 59.4 76.9 71.6 79.4 77.0 
1953 68.3 64.4 78.8 73.6 81.1 78.2 
1957 69.7 66.3 79.3 73.4 83.7 81.2 


Sources: As in Tables 4 and 5. 


5. On the other hand, changes in tax laws and regulations permitting 
accelerated depreciation in the second world war, after the Korean 
episode and again in the Revenue Code of 1954, led to an overstatement 
of depreciation and a corresponding understatement of profits in De- 
partment of Commerce statistics for recent years relative to earlier 
ones. The only available estimate of the magnitudes involved indicates 
that the profit share in 1957 would be one or two percentage points 
higher if depreciation were computed on the prewar basis [35, p. 15]. 
It is doubtful that this correction would completely eliminate the down- 
ward movement in the property share (see Table 6). 

Taking all factors into account, we conclude that the decline in the 
property share in national income over the first half of the 20th century 
has been substantial, and that it cannot be explained away either by 
our methods of estimation or by the vagaries of the social accounting 
system. This is true, however, only of the general direction of the change 
between the beginning and end of the half century or more with which’ 
‘we are concerned; the magnitude of the change and its continuity dur- 
‘ing the period do depend upon the techniques employed to separate the 
~™ Tabor and property components of entrepreneurial income. 

~~ For the period since 1929 in particular, the measurement of long-term 
trends in relative shares is greatly complicated, first by the effects of 
the great depression in producing extraordinarily low property and high 
labor shares, and secondly by the great wartime increase in government 
payrolls which accentuated the impact upon relative shares of the 
accounting conventions employed in estimating income originating in 
government. An attempt is made in Table 6 to evade at least the first 
of these difficulties by studying the income shares in successive cyclical 
peak years for indications of trend. The impression of an upward trend 
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TABLE 7—SHARES OF CORPORATE Prorits IN NATIONAL INCOME 


(per cent) 
Undis- Total* 
Taxes Dividends tributed 

Profits* Before Tax After Tax 
1919-28 Be 5.3 1.4 8.4 6.7 
1924-33 i2 6.4 —1.7 5.9 4.7 
1929-38 1.2 6.9 —3.8 4.3 3.1 
1929-38 Be 6.0 —3.2 4.3 2.8 
1934-43 3.8 4.9 —0.4 9.1 §.3 
1939-48 5.9 3.3 2.5 11.9 6.0 
1944-53 6.3 3.1 3.2 12.6 6.3 
1949-57 6.5 a 3.0 12.8 6.3 


* Includes inventory valuation adjustment. 

Sources: 1919-38: S. Kuznets’ shares of corporate dividends and corporate saving [19, p. 
217] in national income adjusted so as to include the federal corporate income and excess 
profits taxes as shown by G. J. Schuller [23, p. 312]. The shares of corporate profits in the above 
estimates, it should be noted, differ somewhat from those in Table 1, mainly because different 
sources and mechods were used in deriving the figures. 

1929-57: Commerce Department data [34]. 


in the labor share is strengthened if allowances are made for the special 
circumstances of 1937 and 1944, the former being depressed relative 
to the other years notwithstanding its position as a cyclical peak in 
the National Bureau chronology” and the latter being a war year in 
which government payrolls were double what they had been two years 
earlier and one and a half times what they were to be two years later. 
It must be added, however, that averages for overlapping cycles, alter- 
nating peak-to-peak and trough-to-trough cycles, show no trend even 
though the final peak-to-peak cycle (1953-57) has a higher labor share 
(on a reproduction cost basis) than any other since 1929. Weighing 
this negative finding against the evidence in Tables 5 and 6, the safest 
conclusion appears to be that the property share since 1929, even on a 
reproduction cost basis, has been characterized by near secular stability 
with some evidence of a slight tendency to drift downwards. 

Before turning to the possible reasons for the decline in the property 
share over the period as a whole, we will take some account of the 
manner in which these and related shifts have affected the recipients 
of labor and property incomes. In this connection, particular signifi- 
cance must be attached to the growing role of corporate profits in the 
composition of property incomes. Unlike the other property shares, 
allocations to taxes and undistributed profits may create a substantial 
gap between profits earned by corporations and income actually paid 


* Over 14 per cent of the labor force was unemployed in 1937 compared to 4 per cent 
or less in other years shown in Table 6 [36, p. 21]. 
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out by them to income receivers in the form of dividends. The record 
for the period since the first world war is shown in Table 7. 

Well over half of the relative rise in corporate profits from the ’twen- 
ties and the ’thirties has been accounted for by the increase in tax 
liability. The share of dividends in the national income has actually 
decreased. The implication is that property income has declined rela- 
tive to labor income in terms of income actualiy paid to income recipi- 
ents (personal income) even more than it has in terms of income earned 
(national income). 

The data in Table 8, showing the distributive shares in personal 
income for overlapping decades, confirm this. Between the ’thirties 
and the ’fifties, the share of rent, interest and dividends combined de- 
clined by 8 percentage points, of which 6 were gained by labor incomes 
and 2 by transfer receipts. The total property share also shows up with 
a much less favorable trend on the personal income basis than on the 
national income basis, at least for the period since the ’thirties. 
Whereas the figures in Table 1 relating to national income show the 
total property share holding its own or even gaining since 1929, those 
of Table 8 relating to personal income indicate that this is true only 
when the labor basis is used. On the other bases the total property share 
declines from the 24 to 26 per cent range in 1929-38 to the 14 to 17 
per cent range in 1949-57. For the period preceding 1929, transfers and 
corporate taxes, which constitute the most important differences be- 
tween national and personal income, were of smaller quantitative sig- 
nificance, and the shares in personal income are not far different in 
magnitude and direction of change from the shares in national income. 
Thus, if we avoid the assumption that the vicissitudes of entrepreneurial 
fortunes are absorbed entirely by one factor or the other, the total 
property share in personal income declines from 28 or 30 per cent in 
1909-18 to 14 or 17 per cent in 1949-57. Service income (i.e., income 
from employment and the labor share of entrepreneurial income), the 
other major share, thus gained 6 percentage points in the national in- 
come and more than twice as many points in personal income. The 
impact of the shifts were the greater since the groups relying primarily 
upon labor incomes probably benefited more from the rise in transfer 
receipts than did those to whom property incomes were important. 

In appraising these results we must, once again, take account of the 
conceptual underpinnings. The accounting problems we considered in 
connection with shares in national income either are of limited quanti- 
tative significance for personal as for national income, or, as in the case 
of the valuation basis used for depreciation, irrelevant for the personal 
income concept. However, since our interest in shares in personal in- 
come is more directly related to the fortunes of particular groups of 
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income recipients, we must consider the possibility that differential price 
movements have offset the welfare effects of the changes. 

Indeed, Johnson has argued that labor’s share in money income has 
risen to a greater degree than would be the case if income were valued in 
real terms.** His argument centers around the national accounting prac- 
tice of valuing goods produced and consumed on farms at farm prices. 
The shift of labor from farm to nonfarm jobs represented by the decline 
in the agricultural portion of the labor force from 33 per cent in 1900-09 
to 10 per cent in 1949-57 meant that the money incomes of workers 
as reflected in the national accounts increased more than their real in- 
comes. The gap between farm and nonfarm labor money incomes was 
sufficiently great in 1900-09 (the farm average was $144 per annum and 
the nonfarm average was $536) so that this shift away from agriculture 
could have been responsible for a rise in the service share in national 
income (calculated on the economy-wide basis) from 72 to 75.8 per 
cent even if no other factors were operative.*® (This compares with 
the actual increase from 72 per cent in 1900-09 to 78 per cent in 
1949-57 shown in column 11 of Table 1.) The fact that almost two- 
thirds of the observed increase in the service share could be attributable 
to the shift out of agriculture underlines the extent to which this in- 
crease might be a money rather than a real phenomenon. In order to 
deflate the increment in labor income resulting from the movement out 
of agriculture, we take the purchasing power of a dollar of nonfarm 
income as the equivalent of 70 per cent of that of a dollar of farm 
income. This represents a rough estimate intended to err on the side 
of exaggerating rather than minimizing the purchasing power differ- 
ence; it is based on data in the 1941 BLS-BHNHE survey [27].” If 
the property total is kept constant in dollar amount and the incomes of 


*[11, p. 180]. We follow Johnson here in discussing shares in national rather than 
personal income as a matter of convenience, though it is the latter that is relevant in this 
context. 

* The figures on farm and nonfarm incomes and labor force are from Johnson [11, pp. 
180-81]. The present calculations follow those of Johnson in assuming that (a) the 
absolute dollar return to property remains unchanged while the dollar total for labor rises 
due to the shift from farm to nonfarm work, and (b) the rate of return on agricultural 
property is the same as on nonagricultural property. 

* Food, housing, fuel, light and refrigeration received in kind by rural families and single 
consumers during 1941 averaged $497 while the total value of consumption (including both 
money expenditures and receipts in kind) averaged $1,344 (p. 75). Receipts in kind were 
valued at retail prices in the rural community (p. 16) rather than as in the national 
accounts at prices received by farmers. If it is nevertheless assumed that the prices of con- 
sumption in kind were twice as great in the nonfarm areas while the prices of goods bought 
for money were the same, the nonfarm cost of the bundle of goods valued at $1,344 on the 
farm would be $1,841. Thus the purchasing power of a nonfarm dollar would be 73 per 
cent of that of a farm dollar. For other calculations regarding the same point see Kuznets 
[18, pp. 60-62] and N. Koffsky [15, p. 170]. 
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the new workers on nonfarm jobs are deflated to 70 per cent, the service 
share rises from 72 per cent in 1900-09 to 74.4 per cent in 1949-57. 
Thus, starting with a service share of 72 per cent, the shift out of agri- 
culture was sufficient to raise the share to 75.8 in money terms and 
to 74.4 per cent in real terms. On this basis, a little more than one-third 
of the increase in the service share flowing from the shift out of agri- 
culture represents a rise in money income only; the balance represents 
an increase in both money and real income. 

This kind of calculation, however, understates the extent of the in- 
crease in the real service share. The reason is that owners of property 
as well as providers of labor services have moved off the farms and into 
nonfarm areas. Indeed during the period when the share of agriculture 
in the labor force declined from 33 to 10 per cent, its share in the 
national wealth also declined substantially—from 28 to 11 per cent. 
Furthermore, in view of the commercialization of agriculture, it is 
reasonable to suppose that agricultural property owners are to a larger 
extent than formerly residents of nonfarm areas. Thus, if we are to 
calculate changes in real shares, we must know what changes have 
occurred in the purchasing power of a dollar’s income to recipients of 
property itgcomes as well as to recipients of service incomes. A rather 
crude calculation based on the shift of two-thirds of the 1900-09 agri- 
cultural property income from farm to nonfarm recipients raises the 
deflated service share in the 1949-57 national income from 74.4 to 
75.5 per cent.” 

It seems unlikely, therefore, that the shift in the composition of 
personal income from property owners to service recipients has been 
solely or even mainly a monetary or accounting phenomenon. 


II. Reasons for the Decline in the Property Share 


The more important factors accounting for the differences in the 
behavior of the shares in national income and the shares in personal 


income are fairly apparent. Government policies, reflected in the rise © 


of corporate income. taxes and transfer payments, have played a major — 


role in bringing about a sharper contraction in the share of property 
returns in personal income than in national income. High corporate 


undistributed profits amounting to 2 or 3 per cent of the national in- 
come and have thus further widened the gap between the property share 


** A two-thirds shift was taken to represent both the decline in the relative importance of 
agriculture as a source of property income (the decline in the farm share in the national 
wealth was 60 per cent—from 28 to 11 per cent), and the fact that more recipients of farm 
property income are urban dwellers than in the past. Here as in the previous calculations 
involving labor, we are interested in the effect of the shift out of agriculture into non- 
agriculture and thus we assume that the total quantities of capital and labor are fixed. 
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in earned income and the property share in income actually paid to 
34 income recipients. A shift from the generally sustained prosperity of 
= the ’forties and ’fifties to less favorable conditions might, of course, 

a% change this picture drastically. 
: The forces producing.secular.changes in the type-structure of na- 
tional income are more difficult to explain. It_is necessary to examine 
the other secular changes in the American economy, particularly the 
. differential rates of growth in various dimensions of the economy. In 
Table 9 the changes in population, labor, capital, income, and _ prices 
»~ are set forth in terms of averages for overlapping decades. Among the 
* | important changes between the opening and the closing decades are 

| the following: 


TaBLE 9—MAcRO-VARIABLES RELATED TO INCOME SHARES, 1900-09 To 1949-57 


Tangible 
National |Reproduci-| Total | National 
Income | ble Assets} Wealth | Output 

($ Bil) ($ Bil) ($ Bil) Price 
(mil) | (mil) | (il) | “j929 | 1929 | 1929 | Index 
Prices Prices Prices |1929=100 
(1) (2) (3) (4) (5) (6) (7) 


% 1900-09 83.4 33,2 99.6 39.4 125.2 191.7 52.7 

= 1905-14 91.9 37.4 107.1 45.8 149.3 224.7 58.6 
1910-19 100.0 40.3 109.8 55.8 174.2 257.1 73.1 

1915-24 107.4 42.4 111.2 63.8 199.5 291.9 95.3 

1920-29 115.2 45.3 114.0 71.5 234.8 343.0 104.0 

1925-34 121.3 48.5 118.2 70.5 263.6 384.6 92.3 

1930-39 127.7 51.1 120.4 71.1 268.3 385.2 82.8 

1929-38 126.1 52.2 122.7 72.1 268.4 387.3 83.9 

ao 1934-43 130.9 56.3 130.5 96.0 275.5 384.8 87.4 
1939-48 137.9 61.1 140.2 129.9 293.7 399.5 111.9 
1944-53 148.2 64.5 140.3 149.9 325.6 437.4 145.9 

1949-57 159.9 67.4 140.5 167.7 364.9 489.2 167.5 


Sources: 
| Col. (1): 1900-39 S. Kuznets [17, App. E, Table 37]; 1929-57 Census data [29, p. 5]. 
Col. (2): 1900-39 S. Kuznets [17, App. E, Table 39]; 1929-57 Census data (28, p. 21]. 
Col. (3): Col. (2) times 52 weeks times average weekly hours interpolated from F. Dewhurst 
and assoc. [5, p. 1073] as follows: 
1900-09 57.7 1915-24 50.4 1930-39 45.3 1939-48 44.1 
1905-14 55.1 1920-29 48.4 , 1929-38 45.2 1944-53 41.8 
1910-19 52.4 1925-34 46.9 193443 44.6 1949-57 40.1 
Col. (4): 1900-39: R. Goldsmith [7, p. 429, col. 3]; 1929-57: Dept. of Commerce estimates 
of national income deflated by Commerce implicit price indexes for components 
of gross national product with weights of .8 for consumption, .1 for gross domestic 
investment and .1 for government purchases. 
Col. (5) and (6): Excluding consumers durables 1900-48: Goldsmith [7, pp. 20-21]; 1949-57: 
Goldsmith, letter of 11/11/58 (preliminary estimates). 
Col. (7): 1900-39: Implicit index derived from Goldsmith’s estimates of national income in 
constant and current prices; 1929-57: See note to col. (4). 
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7 
1. The population doubled, but owing chiefly to a one-third reduc- ~~ 7 

tion in the hours of work, total annual man-hours increased only by ae 

something more than 50 per cent. ce 


2. Net accretions to wealth were substantial. Reproducible tangible 
assets (excluding durable consumers goods) in real terms were nearly ma 
three times larger in 1949-57 than in 1900-09. a n 

3. Real income was 4% times larger in the aggregate, more than — 
twice as large on a per capita or per worker basis, and three times 
greater per man-hour. 

4. The_price level (in terms of implicit national product deflators) — 
was three times higher at the end of the period than at the beginning. _, 

Because of differences in the rates of growth, capital expanded rela-—> 
tive to labor but declined relative to income. As Table 10 indicates, real” 
reproducible tangible assets per man-hour in 1949-57 were almost 
double the 1900-09 level, but, owing to the tripling of product per man- 
hour, the capital-output ratio (with capital represented by reproducible 
tangible assets) at the close of the half century was only two-thirds the 
beginning level. 

The increases in the quantity of labor and the amount of capital played 
a modest role in accounting for the great growth in real product. The 
effect of the increased quantities per se may be approximated by assum- 
ing that the average return to labor and capital, each measured by divid- 
ing its quantity into its aggregate income, remained unchanged after 
1900-09. In this event the rise in the quantities of labor and capital by 
1949-57 would have produced an increment in real output equivalent 
only to one-fourth of the increase that actually occurred.”* Although 
other methods of estimation produce somewhat different results,”* there 
is little doubt that national output rose by much more than input. The 
greater growth in output must have been attributable to technical prog- 
ress and/or economies of scale. Even if, as G. J. Stigler suspects [26] the 
economies of scale were of overwhelming importance in accounting for 
the growth in productivity, it seems probable that the historical develop- 
ment of economies of scale was itself dependent upon the discovery and 
utilization of new techniques. In attempting to explain the changes in 


= This amounts to asssuming that the prices of capital and labor remained constant and 
only the quantities increased. Real output would have risen from $39.4 billion in 1900-09 Sie 
to $72.5 billion in 1949-57. The actual 1949-57 level was $167.7 billion. - 

* J. W. Kendrick has estimated that about half of the increment in real output between 
1889 and 1953 was due to increases in factor inputs [13, Ch. 4 and App. A]. The differ- - } 
ence between Kendrick’s estimate and the one given above is attributable mainly to Ken- : 
drick’s practice of weighting man-hours worked in various sectors by average hourly earnings 
to obtain an aggregate measure of labor input. Owing to the shift of man-hours into higher 
paying industries, labor input increased by 200 per cent while man-hours increased by only 
130 per cent. There was a similar though smaller difference between the increase in capital 
input and the rise in real capital. 
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factor shares, account must therefore be taken of the background of 
rapid economic growth made possible in large part by technical prog- _ 
ress. 

Although none of the changes proceeded at a steady rate during the 
entire period, we shall somewhat simplify the problem of analysis by, 
assuming that the process of change was a continuous one and by seek 
ing an explanation of the net decline in the property share that occurr 
in the period as a whole. 

It is possible to formulate a variety of tautological relationships be- 
tween the wage or the property share on the one hand and its various 
“determinants” on the other hand.* For example, if: 


™* Cf. the formulation offered by N. Kaldor [12]. His basic equation may be written as 


follows: 
(=x) 
Sp—Sw Y 


where J = investment, sr = marginal propensity to save out of property income, sw = 
marginal propensity to save out of wage income, and R, W, and Y have the same mean- 
ings as in the text. 

Kaldor advances the “Keynesian” hypothesis that the investment propensity, J/Y, is an 
independent variable, invariant with respect to the two saving propensities, which deter- 
mines R/Y, the property share. However, our interest here is not so much in this theory 
as in the tautology itself which gathers together a different group of variables affecting 
relative shares than those we have used in the text. 

Kaldor’s formulation calls attention to the relative changes in the propensities to save 
out of wage and property incomes, respectively. However, occupation and other socio- 
economic characteristics of consumer units may be more important than the source of 
income in determining the disposition of income between spending and saving. Indeed, it 
is not clear that propensities to save out of particular types of income are meaningful 
concepts for empirical analysis since the groups which receive property incomes tend to 
earn significant amounts of labor income as well. For example, estimates prepared for a 
forthcoming study indicate that in 1950 urban consumer units headed by salaried man- 
agers received 25 per cent of total interest, dividends and rents accruing to all urban 
consumer units and 13.5 per cent of total wages and salaries, the former accounting for 21 
per cent and the latter for 78 per cent of their income. Kaldor’s formulation implies that 
these and others receiving incomes from different sources have different propensities to 
spend each type of income. 

Leaving these questions aside, we examine the inferences concerning the change in the 
property share that can be drawn from the variables in Kaldor’s equation. We know 
from the investigation reported above that R/Y declined from 28 per cent in 1900-09 to 
19.3 per cent in 1949-57, and we have Kuznets’ estimates showing that 1/¥—actually, 
the ratio of net capital formation to net national product—was .135 in 1899-1900 and 
.074 in 1949-55 [17, Table III-8]. The saving propensities are, of course, unknown, but if, 
as Kaldor seems to believe, the propensities tend to remain unchanged over long periods of 
time, they may have been the same in both the beginning and terminal decades of our 
period. This gives us two equations, one for each decade, with the two saving propensities 
as unknowns. The values come out to .643 for s- and —.062 for s». On the assumption 
of constant propensities, the implication is that the decline in the property share was 
associated with the decline in the investment propensity. However, we have no knowledge 
of the actual behavior of the propensities, or, indeed, whether they can actually be cal- 
culated meaningfully. An increase in s, or in (sr —sw) or a decrease in sw, with J/Y 
constant, would also have lowered R/Y. 
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P = price LI = labor W = aggregate wages 
Q = quantity K = capital R = total property income 
Y = total income 
R P 
(1) 
~ W Qu P L 


Thus the relation of property to wage income” can be regarded as the 
product of the capital-labor quantity and price ratios, and changes in 
the division of income result from changes in these ratios. Since the 
ratio of the percentage change in the quantity ratio to the percentage 
change in the price ratio is equal to the elasticity of substitution [9, 
Ch. 4], we are dealing with the familiar proposition that changes in rela- 
tive shares depend upon the elasticity of substitution. 

Now if we could assume that the price and quantity ratios would 
move in opposite directions, the opportunity for factor substitution 
would clearly serve as a built-in stabilizing mechanism limiting changes 
in relative shares. Where the opposite percentage changes in the 
quantity and price ratios are equal—i.e., where the elasticity of sub- 
stitution is unity—relative shares will of course remain unchanged. 
Even with fairly large departures from unity, however, factor substitu- 
tion may confine share shifts to fairly narrow limits. For example, with 
a 75-25 division of national income between labor and capital, a 20 per 
cent increase in the ratio of the price of labor to the price of capital 
would not cause the labor share to stray more than 3 or 4 percentage 
points from 75 were the elasticity of substitution as low as .25 or as 
high as 2. 

In the historical event, the quantity and price ratios did move in 
opposite directions thus tending to limit the extent of the change in rela- 
tive shares. Our data for the terminal periods, using reproducible capital 
for both decades and replacement-cost figures for 1949-57, are as 


follows: 
Px/Pi R/W 
1900-09 1.26 309 39 
1949-57 2.60 .092 24 


The doubling of the quantity ratio and the drastic decline of the price 
ratio imply an “historical” elasticity of substitution of .64, but the 


* Once R/W is known, the property share in income, R/Y can be calculated since the 
sum of the wage and property shares must equal 1: 
w+ r=—1, where w= W/Y and r=R/Y 
(r+ R/W)+r=1 
The property share can be found by substituting the numerical value of R/W and solving 
for r. 
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mechanism underlying these changes is far from clear. 

A hypothesis consistent with the facts is that the behavior of the price 
and quantity ratios is attributable to the differences in the supply condi- 
tions under which capital and labor are provided, and that the demand 
conditions were permissive rather than determining. This can be 
brought out by making a series of alternative assumptions about the 
relative impact of economic growth upon the demands for capital and 
labor specifically, and determining what supply conditions for the two 
factors could have produced the historical changes in their price and 
quantity ratios that have been observed. 

Let us first assume that the expansion in demand was neutral in the 
sense that the relative marginal productivities were unchanged for any 
given ratio of capital to labor. (Geometrically, the isoquant drawn 
with capital on the vertical and labor on the horizontal axis merely 
shifts upward and to the right; its slope is unchanged at the point of 
intersection with any given gradient drawn from the origin indicating 
the capital-labor ratio.) If both capital and labor were perfectly elastic 
in supply, there would be proportionate increases in both and no change 
in relative prices or shares in income would occur. If one were more 
elastic in supply than the other, the relative quantity of the more elastic 
factor would increase, and given imperfect substitutability between the 
factors, its relative price would fall. In the actual event, capital nearly 
tripled in quantity with no secular increase in rate of return,” while 
the number of man-hours rose by less than 50 per cent despite a better 
than threefold rise in hourly compensation. Thus if technical progress 
was neutral, the facts would fit the hypothesis. 

Next consider the case in which economic growth is not neutral but 
increases the demand for capital relative to labor: For any given capital- 
labor ratio, the marginal productivity of capital has improved relative 
to that of labor. In Hicks’ terminology, technical progress is labor- 
saving [9, pp. 121-22]. (The higher isoquant has a smaller slope than 
the lower one at the points of intersection with any given gradient from 
the origin.) But we are immediately confronted with the problem of ex- 
plaining why the return on capital did not rise relatively to that of labor. 
As in the previous case, the answer appears to turn upon the supply 
conditions; additional supplies of capital were readily forthcoming, 
while the supply of labor was so inelastic that even the smaller increase 
in the demand for it resulted in large price increases. 


* Actually, our estimates of the rate of return on capital show considerable variation 
from decade to decade, but even when the high rates of the prosperous ’forties and ’fifties 
are reduced to take account of replacement cost depreciation, there is slight evidence of a 
downward trend. An examination of stock and bond yields does not appear to contradict 
this conclusion [28, pp. 279-81] [30, pp. 98-100]. 


| 
FR | 
the 
in 
the 
age 
(9, 
ela- 
uld 
ion 
ges 
the i 
ub- 
ed. 
tal 
in 
la- 
tal 
as 
| | 


942 THE AMERICAN ECONOMIC REVIEW 
4 Finally, there is the case in which innovations raise the marginal 


productivity of labor in relation to that of capital, Hicks’ capital-saving 
category. If the supplies of both factors were perfectly elastic, there 
would be an increase in the relative quantity of labor. If, at the other 

a extreme, the supplies of both factors were perfectly inelastic, the rela- 

2 tive quantities would remain the same and the relative price of labor 
4 would rise. The only circumstances that would produce a decrease in 
the relative quantity of labor as well as an increase in its relative price, 
such as occurred in the history of the period, are those in which the 
supply of capital was more readily responsive to increased demand 
as _ than was the supply of labor. 
mrs * Whatever the nature of the demand influences, therefore, the increase 
in the capital-labor ratio and the relative increase in the price of labor 
_ are attributable to differences_in supply conditions. However, we have 
explained only the direction of the movements of the quantity and price 
poe to account for the rise in the labor share, we have to o explain why 
labor increased in relative price more than it decreased in félative 

_quantity. The answer to this question depends not only upon the differ- 
ence in the supply elasticities but also upon the marginal rate of sub- | 
stitution between capital and labor (MRS). If the MRS were constant 
from one equilibrium position to another, there could be no change in 
relative prices; only relative quantities would change. The fact that 
ae relative prices changed so much indicates not only that there was a great 
a difference in the elasticities of supply, but also that the substitutability 
of capital for labor diminished. Nevertheless, the impetus to the change 
came from the supply conditions for the factors, for otherwise with 
neutral innovations there would have been no change in the MRS and 
with labor-saving innovations the change in the MRS would have been 
in the opposite from the observed direction. Only in the less likely case 
oe of capital-saving inventions would the MRS move in the right direction 
without aid from the supply side, and even in this case we have to invoke 

the supply conditions to explain the quantity changes. 

We have thus far glided over the difficulties encountered in deriving 
supply and demand curves from historical data. Not the least of these 
is the familiar problem of distinguishing the supply from the demand 
effects in historical statistics. If we could assume that the supply sched- 
ule for labor had remained constant over the entire half century and 
that the observed prices and quantities reflect the upward shift of the 
demand for labor, the arc elasticity of supply of man-hours could be 
easily calculated as .31. If the supply also shifted upward though not 
as much as did the demand, the elasticity may well have been less than 
.31; if the number of man-hours offered at each real hourly wage actu- 
ally tended to diminish, the elasticity would have been greater than .31. 
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In any case, the tripling of real earnings per man-hour with an increase | 
in man-hours worked of only 40 per cent is consistent with the hy- 
pothesis of inelastic supply or with the related hypothesis that the 
growth in demand was greater than the growth in-supply. ii 

Matters are much less clear-cut with respect to capital. Even if we 
assume that the actual rate of return represents a good stand-in for the 
expected rate of return, the rate which presumably governs the supply 
of capital, it is difficult to draw any generalizations (see Table 11). 


TABLE 11—REPRODUCIBLE TANGIBLE ASSETS 


Total Stock Increase over Preceding Period a of 
apital 
($ bil) $ Bil Per Cent (per cent) 
1900-09 125.2 8.80 
1905-14 149.3 24.1 19.3 8.54 
1910-19 174.2 24.9 17.4 9.54 
1915-24 199.5 25.3 14.4 8.82 
1920-29 234.8 35.3 20.6 8.71 
1925-34 263.6 28.8 12.3 6.72 
1930-39 268.3 4.7 1.8 5.64 
1929-38 268.4 5.56( 5.73) 
1934-43 275.5 7.1 2.6 7.44( 7.80) 
1939-48 293.7 18.2 6.6 9.21 (10.07) 
1944-53 325.6 31.9 10.9 8.99 (10.40) 
1949-57 364.9 39.3 12.1 8.86 (10.67) 


Sources: Tabies 9 and 10. Bracketed figures refer to cost depreciation. 


The periods spanning the years of the great depression have lower rates 
of return and smaller increments in the stock of capital than the more 
prosperous périods before and after. In the more prosperous periods, 
however, there is little association between changes in the rate of capital 
formation and changes in the actual rate of return from one overlapping 
decade to another. Perhaps the actual rate of return is a poor proxy for 
the expected rate, particularly since capital gains, which are excluded 
from the actual rate of return, may at certain times have been a more 
important motive to capital formation than was income in the sense 
used in the national accounts. Also, the rate of return which is relevant 
to new investment is the marginal rather than the average rate which 
is shown. Finally, and this is an important limitation for labor as well 
as capital, price might be a relatively minor influence in determining 
changes in available quantities. 

Whatever the reason, then, under conditions of rapid expansion in | 


production labor was relatively inelastic in supply and rising rapidly in > 


price and capital was apparently either much more elastic or at any 
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+ if rate rapidly growing in supply. Thus entrepreneurs substituted capital 
for labor, or to put it more precisely, they increased their use of capital | 
/ at a more rapid rate than their use of labor. It is not clear in what degree | 
the relatively expanded use of capital was possible by virtue of existing 
techniques—owing either to the adaptability of equipment in use or to __ 
_the availability of stand-by techniques requiring more capital and less __ 
labor—or in what degree it was the result of newly created capital-using 
techniques the development of which was stimulated by the growing rela- 
_tive.scarcity and high price of labor. If the common conception of the ~ 
ae of application of new knowledge to industrial processes has any 
jalidity innovations must have played a major role in the change in the 
‘ratio. 
| A slightly different view of the same phenomena can be obtained by 
decomposing the elements in equation (1) so as to express the property- 
labor income shares as the product of (a) output per man-hour, (b) the 
capital-output ratio, and (c) the ratio of the price of capital to the price 
, of labor: 


* (2) R_V¥ 
Qa Y 


One of our new terms (Y/Qz) is a measure of the average productivity 
of labor and the other (Qx/Y), the capital-output ratio, is the recipro- 
cal of the average productivity of capital. The capital-output ratio rose 
in the depressed ’thirties when capacity was not fully utilized, declined 
in the booming ’forties when capacity was used to the hilt, and during 
the fifties remained at a level corresponding to about 70 per cent of the 
{1900-09 level; in terms of capital productivity this amounts to an in- 
crease of less than 45 per cent between the opening and closing decades 
of our period. Labor productivity, on the other hand, doubled within the 
_ same time span. This relative economizing in the use of labor may seem 
to imply that innovations during the period must have been labor-saving, 
but the economizing may flow merely from a shift in factor proportions; 
the average productivity of labor necessarily rises relative to that of 
capital whenever the quantity of labor falls relative to that of capital,”’ 
whether the change in relative quantities is or is not due to changes in 
techniques. The presumption in favor of the hypothesis that adoption of 
labor-saving techniques accompanied the growth in capital relative to 
labor is supported by the further presumption that a rapidly rising 
relative wage rate created an inducement for innovations biased in this 


direction.” 
Q. Qe Qt 


*% Probably the most common view is that inventions have been labor-saving. See Hicks 
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Our discussion thus leads to the view that the impetus to the rise in 


the labor share came from sharp increases in real wages owing to to the 
lack of responsiveness in the supply of man-hours to the rising demand 


for labor attendant upon rapid economic growth. The use of relatively — 
more capital was made possible by price-induced substitution and by ~ 


price-induced capital-using (labor-saving) innovations. We may infer 
that the substitutions encouraged by the relative cheapening of capital 
were not confined to the combinations of factors used to produce given 
products, but extendéd to the alteration of the structure of consumption 


in favor of capital-intensive products to the disadvantage of seer i J 


intensive goods. 


III. Additional Parts of the Puzzle 
Three other elements that will have to be taken into account when a 
complete theory of factor shares is developed are (1) _price level 
changes, (2) changes in the degree of monopoly, and (3) other shifts 
in microeconomic relationships. 


1. For rising prices to bring about a reduction in the property share, | 


their adverse effect upon contractual property incomes (rent and in- 
terest) must outweigh their positive effect upon residual property in- 
comes (profits). This differential effect of rising prices upon rent and 
profit may explain much of the fall in rent and rise in profits that con- 
cerned us in an earlier section of this paper. 

2. The assumption of a significant and growing degree of monopoly. 
was used by Kalecki as the basis for a theory of relative shares which 
has been criticized elsewhere.” In a firm enjoying a sheltered market 
position, both wage and nonwage incomes may be higher than under com- 
petitive conditions, but the nonwage incomes are apt to be more above 
the competitive level than the wage incomes since the firm is presumably 
hiring labor under market conditions that are more competitive than 


those under which it is selling its product. Therefore, the share of labor 
will vary inversely with the degree of monopoly exercised by firms, and_ 


if monopoly has had anything to do with the rise in the labor share | 
monopoly must have become less pervasive. Or, if the degree of monop- 
oly in product markets has remained unchanged or even increased some- 
what, perhaps the rising role of unions has provided an offsetting source 


[9, p. 124]. For an argument that inventions may have been neutral, see Solow [25] and 
Reder [22]. 


* Kaldor [12]. It should be noted, however, that Kalecki’s original formulation re- 


ferred essentially to wage earners in manufacturing. 


of monopoly power that has pushed the wage share up. However, there Hy 
| is no agreement among labor economists that unions have in fact suc- ¥ 
ceeded in raising labor’s share [22, pp. 184-85]. al 
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3. Explanations of changes in relative shares have been sought also 
in microeconomic labor-capital relationships that are not necessarily 
related to the degree of monopoly. Several writers have, for example, 
analyzed the effects upon relative shares of changes in the importance of 
different sectors of the economy. Kuznets [19, pp. 241-50], Denison 
[4] and Johnson [11], working with different periods during the past 
half century, have produced results that indicate that_changes in the 
_ industrial composition of employment and income have tended some- 


~what to increase the share of labor. Johnson, dealing with the entire 


' 50-year period, stressed the favorable effect on the labor share of the 
relative expansion of the labor-intensive industries such as trade and 
L services at the expense of capital-intensive agriculture. Denison, study- 
ing the period between 1929 and 1950, found that the small increase in. 
the employee share in income produced by the business sector was due to 
es_in industrial composition which were sufficiently great to offset 
tra-industry decreases in labor shares. 

These investigations did not stress the possibility of systematic rela- 
tionhips between changes in wages in particular sectors of the economy 
on the one hand, and changes in the relative importance of the sectors 
in national output on the other hand—relationships which might, if they 
existed, have significant effects upon the wage share in the economy as a 
whole. This possibility was recently considered by R. M. Solow in a 
suggestive but preliminary survey of the connections between sector 
and over-all wage shares [24]. Solow called attention to the possible 
‘operation of what might be termed a microeconomic share-stabilizing 
‘mechanism. This would exist if there were a tendency for industries 
with rising labor shares to diminish in relative importance in originating 
national income and for those with falling labor shares to increase in 
relative importance. However, Solow’s findings concerning the existence 
of such a mechanism were generally negative, as were the results of our 
own limited experiment along similar lines.*° On the other hand, the 
data are not without some traces of a tendency for shifts in the relative 
importance of sectors to be in the opposite direction from changes in 
the wage shares of the corresponding sectors.** A more thorough study 

_based on cyclically adjusted data is necessary before the negative evi- 
\ dence found thus far is confirmed. 
~~Some of the changes which we have been discussing as though they 

"We compared changes in shares in national income between 1929 and 1956 for 55 
private industries included in Commerce Department national accounts data with changes 
in the wage share in income originating in each industry. 

™ For example, if we examine data for the 7 sectors used by Solow in his Table 1 for the 
extreme years in his tabulation, 1929 and 1953, we find that in 5 out of the 7 cases the 


sector’s share in national income moved in the opposite direction from the wage share 
in the income originating in the sector. 


| 
+) 
| 
; 
lest 


= 


KRAVIS: RELATIVE INCOME SHARES 947 


characterized the half century as a whole actually occurred within a 
briefer span of years within the period. For example, the rise in capital- 
labor ratios is mainly a pre-1929 phenomenon, rather than one continu- 
ously operative throughout the whole period, and it must be remem- 
bered that all the ratios involving capital are affected by the under- 
utilization of capacity during the depressed ’thirties and by the high 
rates of utilization in the prosperous ’forties and "fifties. If we tried to 
revise our speculations to take account of these differences in time, our 
task would be greatly complicated by the necessity for choosing among 
alternative hypotheses regarding leads and lags, and it is doubtful that 
we have sufficiently reliable data for a long enough period to make this 
exercise worth while. 
There is, however, one further point to which reference might be 
made as long as our speculative license has carried us this far. It is to 
the possibly important pieces of the share puzzle that lie within realms 
of the social mechanism other than the purely economic. Some of these 
are obvious and tangible like the dependence of changes in the size of 
the labor force upon the rate of population growth and labor force par- 
ticipation rates. Others, perhaps equally important, are much more diffi- 
cult to establish. One source of the factors favoring the labor share may 
conceivably be found in the relative effects upon the supply prices of 
labor and capital of our society’s quest for social justice and emphasis 
upon egalitarianism; perhaps the social setting has tended to prepare 
rentiers for euthanasia and to lead workers into a revolution of rising 
expectations. 
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MANUFACTURERS’ INVENTORY INVESTMENT, 1947-1958: 
AN APPLICATION OF ACCELERATION ANALYSIS 


By Paut G. Dariinc* 


Perhaps the best known explanation of fluctuations in inventory 
investment is that of Lloyd Metzler [7] [8] which rests on an aggre- 
gative stock-flow or acceleration analysis. The Metzler theory bids for 
attention because it is simple and general, which on a priori grounds is 
scientifically appealing, and because certain of its implications are com- 
patible with empirical data. Nevertheless, for at least three reasons one 
may question its usefulness both in forecasting and in explaining past 
events: first, its mechanism is extremely aggregative; second, it relies 
on a constant “normal” stock-sales ratio whereas in reality this ratio 
may fluctuate over the course of the cycle; and finally, the structure of 
business behavior, institutions, and technology may prove to be too un- 
stable over time to permit a Metzler-type econometric model, whose 
parameters have been derived from a past period, to be useful in pre- 
diction.* 

It is possible to move part way towards a resolution of these three 
uncertainties by subjecting several inventory investment functions, 
incorporating the basic ingredients of the accelerator part of the Metz- 
ler theory, to a test against time series of manufacturers’ inventory and 
sales data. In Part I a number of regressions are described which yield 
new evidence bearing on the problems of aggregation, the variability of 
the stock-sales ratio, and the stability of functional parameters. The 
significance of these findings is assessed in Part II. 


I. The Regressions 


The accelerator function suggested by Metzler [7, p. 125], provides 
for a target (“normal’’) ratio of stocks to sales, a term which compares 
the actual level of inventory with the target level, and a lagged response 


* The author is associate professor of economics, Bowdoin College. This paper is based 
on research assisted by a grant from the Faculty Research Fund of Bowdoin College for 
which I wish to acknowledge my gratitude. I am also indebted for helpful comments to 
Giulio Pontecorvo and W. D. Shipman, and to Donald Cousins for aid in computational 
work, 

* Among the writers who have discussed the problem of aggregation in inventory analysis 
are Abramovitz [1, Ch. 13], Bassie [3, p. 39ff] [4, pp. 221-25], Mack [6], Metzler [9, pp. 
330-33], Modigliani [10], Nurkse [11]. Concerning the conformity of the Metzler model 
to empirical data see Abramovitz [1, Chs. 4 and 6] [2] and Metzler [9]. 
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to the comparison term. This sort of function has to be modified, how- 
ever, by inclusion of a speed-of-adjustment parameter which measures 
the rate at which technological-logistical factors permit inventories to 
be altered once the response has been made. Accordingly, the basic 
function underlying the regressions of this section, in linear form for 
the sake of simplicity, is as follows :* 


(1) AH = a + a: (rS — H)-+ + u 


where 4H = inventory investment; H = aggregate inventories; S = 
aggregate sales; r = the target ratio of inventories to sales; a: = the 
speed-of-adjustment factor measuring the portion of the divergence, 
(rS — H), which it is feasible to adjust each period; and u = random 
disturbance. The response lag, t, is discussed below. 

The U.S. Commerce Department’s seasonally adjusted monthly ag- 
gregates for manufacturers’ sales in current prices and inventory at cur- 
rent book-value, now available for the substantial period from 1947 
to date, are the underlying data for the regression tests. Three aspects 
of the regression time series require comment. First, the monthly data 
are combined into quarterly aggregates (see definitions of variables in 
Table 1 below) in order to reduce the effects of very short-run disurb- 
ances likely to appear in exaggerated form in monthly series. Second, 
inventory investment (AH) is measured as the quarterly change in 
book-value of inventories; since few of these inventories were valued 
on a LIFO basis this is approximately equivalent to measuring the flow 
of funds expended out of working capital for inventory purposes, rather 
than a measurement of the current value of the physical change in 
stocks. And third, the time series are kept in current-value form, i.e., 
not deflated for price-level change. 

Although the use of book-value data in current dollar form may bias 
somewhat the regressions described below, several mitigating factors 

? Because this function is to be fitted to the data in isolation from the other relationships 
that define a closed system, an additional comment may be needed. The dependent variable 
in (1) measures intended inventory change whereas the data to which this variable is to 
be fitted represents, of course, actual change. Since shifts in production levels feed back on 
sales through a multiplier mechanism divergences between intended and actual investment 
will tend to be systematically distributed over the course of the inventory cycle, with actual 
investment in inventory falling short of intended accumulation during the expansion phase 
and conversely during the downswing. These divergences for each current period will appear 
as part of the residual, u, of equation (1), with past period differences accounted for in 
the level of stocks in the comparison term, (rS — H)-+. The current period divergences, 
however, appear to be not so large (see values for 8’/s* and R in Table 1) as to preclude 
the use of a single-equation model of this sort in short-run forecasting. It might also be 
added that a finding that current-period divergences between actual and intended invest- 
ment are relatively small is not necessarily damaging to the Metzler theory where they 
play an important role in generating cycles. Even though small, such divergences produce a 
“never-quite-catching-up” process that helps propel the system through cyclical phases. 
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should be borne in mind. In the absence of accurate data concerning 
seasonal and cyclical variations in the time composition of end-of-month 
inventories and because of the constantly increasing use of LIFO val- 
uation methods [5, p. 17], the process of attempting to reduce inven- 
tory data to a measurement of physical volume would be almost sure 
to introduce its own form of bias. Also important is the fact that the 
regressions of this section are based on time-series differences, that is, 
AH as the dependent variable and the difference term (rS — H), as the 
principal independent variable, a procedure which eliminates much of 
what otherwise might be a spurious correlation caused by price-level 
movements.® Finally, a matter to be treated more fully in Section II, 
inventory decisions are based partly on financial considerations (e.g., 
the availability of working-capital funds) which bear on stocks meas- 
ured in current rather than deflated prices. 

The monthly inventory and sales data underlying the regression time 
series are plotted in Chart 1, covering the period from the third quarter 
of 1947 through the third quarter of 1958, with sales in current dollars 
and inventory at current book value (sections A and B). The ratio of 
monthly inventory to smoothed monthly sales,* and the quarterly change 
in stocks in bar-graph form, are also shown (sections C and D). The 
over-all pattern of fluctuations in these series is consistent with a Metz- 
ler-type accelerator function. In general, inventory rises and falls in 
lagged association with sales. The ratio of stocks to sales consequently 
moves up and down with a still longer lag, and the magnitude of this 
ratio appears to influence inventory investment very strongly, high 
values for the ratio being associated with negative investment and con- 
versely. These graphic patterns suggest the existence of a measurable 
functional relationship. 

To determine this relationship, equation (1) is fitted to quarterly 
data after first being simplified to the following form: 


(2) AH = a + — aH»zt+u 


where the coefficient 6 = a:r, and the lag subscripts are measured in 
quarter-year units. The one-quarter lag for S and the two-quarter lag 
for H were empirically determined by trial-and-error regressions. The 
longer lag for H as compared with S may reflect the fact that sales data 
are more current than inventory data at the time inventory decisions 
are made. However, because the equation has been abstracted from the 


*For the period 1919-1938, Abramovitz finds “there is little difference between the 
behavior of manufacturers’ inventory investment measured in constant prices and in current 
prices” [1, p. 341 and Chart 64]. 

*In Chart 1 the actual monthly sales data appear as dots. Smoothed sales are also shown 
as a freehand line. The regressions of this section are based on the actual, not the smoothed, 
data and are therefore unaffected by this somewhat subjective procedure. 
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Cuart 1. Serectep Data For MANUFACTURERS, THIRD QuaRTER, 1947, 
THROUGH THIRD QUARTER, 1958* 


B, Inventory (right scale) 
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1947 48 49-50 51 & 54 55 56 57 58 
* All dollar figures in billions of current dollars with inventory at book value. Section 
A; Seasonally adjusted monthly sales (dots) and monthly sales smoothed with freehand 
curve; Section B: Seasonally adjusted end-of-month inventory; Section C: Ratio of sea- 
sonally adjusted inventory to smoothed monthly sales: Section D: Quarterly inventory 
investment seasonally adjusted (bar graph) and inventory investment computed from 
regression equation II of Table 1 (line graph). Peaks and troughs of series A, B and C 
during the 3 major postwar cycles are marked with asterisks. 


full set of relationships that define a closed system, how closely these 
empirically derived lags measure true behavioral lags is questionable.’ 
A least-squares regression of equation (2) against the quarterly data 


*See footnote 2 above. The fairly long lag for H may result from the failure of the equa- 
tion’s variables to account for the differences between actual and intended investment. 
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yields the measures shown as Regression I in Table 1, where R and S$ 
represent the adjusted multiple correlation coefficient and the adjusted 
standard error of estimate, respectively, while 2*/s? stands for the Von 
Neumann ratio of the mean-square-successive-difference to the vari- 
ance.° The regression fit is reasonably close. The coefficients for S-. and 
H-z are of the expected sign, +.581 and —.299, respectively, and both 
exceed their standard errors by more than 10 times. The multiple cor- 
relation coefficient, R = .896, implies that the regression plane accounts 
for 80 per cent of the variation in inventory investment over the 45- 
quarter period. 

Nevertheless, several aspects of the foregoing regression leave some- 
thing to be desired. First, one would hope for a zero-valued constant 
term in the regression equation since the underlying hypothesis implies 
that a firm should be content with an existing level of inventory (i.e., 
4H = 0) when the difference term, (rS — H), has been brought to a 
zero value. The constant term for Regression I of —.625 (billions of 
dollars) is a substantial departure from the expected zero. Second, the 
Von Neumann ratio, 8*/s*, is somewhat low, suggesting the possibility 
that the residuals, u, contain an element of systematic variation. Al- 
though a part of such nonrandom variation might be due to the sys- 
tematic distribution of unintended inventory changes (see footnote 2 
above), another part might be the result of the fact that the target 
stock-sales ratio, r, is not a constant but shifts in value in some ordered 
way over the course of the inventory cycle. 

Regression II assumes a variable stock-sales ratio. For this test it 
is hypothesized that r rises in value when new orders booked by firms 
exceed their sales, i.e., when backlogs are rising and increasing future 
sales are indicated, while conversely, r falls when new orders fall short 
of sales. This hypothesis may be tested with the following functional 


For example, during the very early part of an upswing when.actual accumulation will 
tend to fall short of intended investment a long lag for H will make equation (1) predict 
a-smaller amount of inventory investment than will a short lag. During the later part of 
the expansion the longer lag swells the prediction of inventory accumulation as com- 
pared with a short lag. Thus the empirically determined lag of two quarters for H may 
provide a merely mechanical and coincidental offset which compensates for at least some 
of the changes in the difference between actual and intended inventory investment over 
the course of the cycle. Even though the length of this lag is spurious in the sense that 
firms do not behave on the basis of this long lag, one might be justified, in short-run fore- 
casting, in making use of such a mechanical offset as a device which partially compensates 
for the errors introduced when one equation is abstracted from a system of related 
equations. 

*As with most time-series work, multicollinearity in the data requires that the regres- 
sions measures be interpreted with some caution. This problem does not appear to be 
especially serious here, as the reader may judge for himself by inspecting the tabulation in 
a footnote to Table 1 of measures of simple correlation between pairs of the variables used 
in Regression II. 
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representation, again in linear form for the sake of simplicity: 
(3) AH = a + a: =u 

AO 
(4) where r = bo + di (>) 


In equation (4), 4O = change in unfilled orders, that is, new orders 
minus sales, and this term is kept relative to the scale of operations by 
the denominator, S. Before being fitted to the data, equations (3) and 
(4) are simplified into the form: 


(5) = — aiH-2+ u 


where ¢: = and ¢z = abu. 

The results of fitting equation (5) to quarterly data for manu- 
facturers are shown as Regression II in Table 1. Inspection of these 
measures shows that the coefficients are all of the expected sign and are 
6 times their standard errors or better. R is increased to a value of .945 
as compared with its value in Regression I, implying that the regression 
hyperplane accounts for 89 per cent of the variation in 4H. The Von 
Neumann statistic, 2*/s? = 1.85, has increased materially over that for 
the first regression. The coefficient values for Regression II imply the 
following equation defining shifts in r: 


AO 
(6) r = 1.953 + 1.529 (—) 


Thus, where new orders are equal to sales (AO = zero), the target 
ratio of stocks to sales is 1.953, as is shown also in the last colunm of 
Table 1. The ratio rises, however, when new orders exceed sales, and 
conversely, in accordance with the second term of equation (6) above.” 

Computed values of inventory investment based on the Regression II 
equation are plotted as a line graph in section D of Chart 1, where it 
will be observed that these estimates conform very closely to the varia- 
tions in actual inventory investment. 

Regression II, accounting for a high percentage of the variation in 
quarterly inventory investment over the 114 year period and providing 
support for the hypothesis that the target stock-sales ratio varies sys- 
tematically over the cycle, stands as the basic finding of this study. 
Two of its shortcomings, however, need still to be pointed out. Although 
the constant term in this regression, —.387, is considerably smaller 
than in Regression I, it is still not very close to the expected zero value. 

"Cf. Bassie [4, pp. 666-70]. Bassie’s regressions, which are based on annual data, in- 
clude a rate-of-change-of-sales variable for the current period (which is data not avail- 


able to the firm when inventory decisions are made). My use of AO. as a factor in- 
fluencing the ratio, r, seems to me a more reasonable explanation and it yields a closer fit. 
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Second, the implied value of 1.953 for the target stock-sales ratio (when 
4O = zero) appears somewhat high when compared with the plot of 
actual ratios in section C of Chart 1. Investigation of the partial rela- 
tionships has shown that both of these aspects of Regression II are the 
consequences of the very large differences between computed and actual 
values of inventory investment during the second and third quarters of 
1949 (see Chart 1). Whatever factors caused the unusually sharp con- 
traction in investment during these two quarters they are not recognized 
by the Regression II equation.* In any case it is of interest to ask what 
the regression results would have been in the absence of these factors. 
In Table 1, the results of a regression based on equation (5) but omit- 
ting the second and third quarters of 1949 are shown as Regression III. 

The measures for Regression III shown in Table 1 indicate a very 
satisfactory fit. With the constant term, —.039, substantially equal to 
zero, the expectation of finding a homogeneous function is fulfilled. As 
shown in the table, the target stock-sales ratio (when AO = zero) im- 
plied by the regression coefficients is 1.89 which seems not unreasonable 
when compared with the actual values of the inventory-sales ratio 
plotted in Chart 1. A strikingly high order of correlation is shown by 


R = .953 which implies that the regression “explains” approximately 
91 per cent of the variation in inventory investment. 

Finally, in order to test whether the structure of relationships re- 
mained stable during the period, a comparison of the last half of the 
period with the full period is provided by Regression IV which covers 
the 23 quarters from the first quarter of 1953 through the third quarter 
of 1958.° The constant terms and coefficients of each of the independent 
variables for both Regressions III and IV (Table 1) are of the same 
approximate order, their differences lying within a range that might be 
caused by chance error. The implied values for r (when 4O = zero) 
are both 1.89, and both regressions explain about the same percentage 
of the total variation in inventory investment. 

*To account for this nontypical contraction Bassie points to forebodings by business- 
men that a major readjustment would follow the postwar splurge of consumer spending 
[4, p. 212]. Their sentiments were, it turned out, unduly pessimistic but they may well 
have been a principal factor leading to the unusually large run-off of inventories during 
the second and third quarters of 1949. 

*For the first half of the period (third quarter 1947 through fourth quarter 1952, 
omitting the second and third quarters of 1949), the regression equation is: 

AH = —.508 + .445S-1 — .222H- + .223 
A study of scatter diagrams of the partial relationships shows that this regression’s 
parameters are heavily influenced by two extreme values for AO-, (fourth quarter of 1950 
and second quarter of 1951 of the Korean war period). This regression is omitted from 
Table 1 as not being very significant for this reason. These two values do not affect so 
strongly the partial relationships for the full period (Regression III) because the means of 
S and of H are much larger and approximately twice as many observations are included. 
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II. Significance of the Findings 


The bearing of the foregoing findings on the three problems cited in 
the introduction remains to be assessed. These three problems, it will 
be recalled, concern the feasibility of aggregation in inventory analysis, 
the variability of the target stock-sales ratio, and the stability of eco- 
nomic structures as it affects inventory behavior. 

1. Aggregation. Based on the aggregates, total inventories, sales, and 
new orders for all manufacturers, Regressions II, III, and IV yield 
correlation coefficients of the order of .95. This degree of closeness of 
fit, which is quite striking for regressions involving first differences of 
time series, clearly indicates the presence of a strong central tendency 
in the relationships among the aggregated variables. It appears that 
aggregation may be pushed much further in inventory analysis than 
has heretofore been generally felt justified. 

Why is this the case? Although a comprehensive reconcilement of this 
conclusion with recent findings of considerable diversity in the manage- 
ment of inventory components cannot be attempted here, several lines 
of possible justification for the aggregation of inventory data may be 
offered as clues. Pointing to the three basic reasons for holding inven- 
tories—to take advantage of optimum lot-size, to permit the smoothing 
of production in the face of fluctuating sales, and to reduce risks 
through the holding of buffer stocks—Modigliani [10] has shown, in 
the first place, that a rational adaptation to these three requirements is 
equivalent to behavior aimed at maintaining an optimum relation of 
stocks to sales. Even though some firms may not calculate in these 
equivalent terms, on rational grounds they will act as though they do. 
As long, therefore, as the composition of the universe of firms, risks, 
seasonal fluctuations, and cost structures remains fairly stable, a central 
tendency with regard to the relation of stocks to sales will manifest 
itself in the aggregated data. 

A second clue to explain why aggregation in this area appears to be 
justified concerns the financial aspects of individual business firms. It 
is likely that an aggregate of purchased materials, goods-in-process, and 
finished goods, will exhibit more stable behavior (relative to sales) than 
will each component considered separately because it is the total in- 
ventory that must conform to the constraint of available working- 
capital funds. Thus, a sudden run-off of finished goods due, say, to a 
sudden rise in sales releases working capital and permits the financing 
out of working-capital funds of a compensating addition to, say, pur- 
chased materials. Conversely, a piling-up of finished goods when sales 
unexpectedly fall off will force the firm, to some extent at least, to 
conserve its working capital by reducing other components of stocks, 
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quite apart from what it might do on other grounds. A financial prac- 
tice of planning working capital needs as a function of sales may, then, 
explain in some degree why total stocks show a strong central tendency 
in their relation to sales. (These financial constraints, furthermore, 
provide a part of the justification for the measurement of the variables 
in current dollar units rather than in deflated form, as noted in Sec- 
tion I.) 

In the third place, even within the limited field of manufacturing, 
many outputs of one firm become the inputs for another. To the extent 
that such interfirm purchases and sales occur within the manufacturing 
sector, greater stability (in relation to sales) may be expected for 
aggregate manufacturers’ stocks than for the inventory, or compo- 
nents of inventory, of an individual firm. To illustrate, even though one 
firm may perceive a fall in general business activity earlier than another 
firm, and cuts back its stocks of purchased materials very quickly in 
relation to the fall in sales, the sudden cancellation of orders may re- 
sult in a piling up of finished goods stocks in the hands of its suppliers. 
Within the aggregate what is a minus for one firm may be a plus for 
another, so that some canceling out of the inventory effects of diverse, 
nonhomogeneous behavior may be expected.”° 

2. The Target Stock-Sales Ratio. When the target ratio of inventory 
to sales, r, is permitted to fluctuate in accordance with the relationship 
of new orders to sales, a significant improvement in the multiple corre- 
lation coefficient occurs. The hypothesis that the desired ratio of stocks 
to sales is not constant over the cycle is supported by this finding.” 
Whether the more comprehensive hypothesis is true—that the ratio’s 
systematic rise and fall over the cycle is the consequence of variations 
in AO—is less certain, even though it is consistent with the data and 
seems reasonable.** The possibility that AO is itself correlated with a 
third variable which is the true determinant of r has not been excluded. 

3. Stability of Economic Structure. The regressions of Part I do not 
permit one to reach a strong conclusion regarding the stability over time 
of the economic structure surrounding inventory decisions. A compari- 

* As Bassie points out [3, pp. 39-41], this aspect provides some justification for the 
aggregation of all business inventories, not just those for manufacturers, when studying 
the relationship of inventory changes and business activity. 

"The possibility remains, however, that at least a part of the improvement in the 
multiple correlation coefficient (when a variable ratio, r, is employed) may occur because 
variations in r provide a purely mechanical offset to systematic divergences between actual 
and intended inventory investment. See footnote 2 above. 


* Shifts in AO may measure by proxy more fundamental changes. For example, since 
the data used in this study are stated in current dollars an excess of new orders over 
sales may signifiy to the firm a future rise in both prices of materials and quantities of 
shipments, both of these factors raising the desired ratio of stocks to sales. 
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son of the parameters of Regression IV, covering the last half of the 
period studied, with those of Regression III, based on the full period 
excepting two quarters in 1949, shows that they are of the same general 
order. Although this result is consistent with the view that structural 
changes over a period of about a decade do not materially alter regres- 
sion parameters, the test on which it depends is a weak one. The time 
periods studied are very short. Two observations (in 1949) were ex- 
cluded from one of the regressions, and no comparison of the second 
half of the period directly with the first half seemed feasible in view 
of certain extreme values for AO during the Korean war period. 

Since completion of the regressions reported in Table 1, additional 
data has become available permitting a test of the form and parameter 
stability of regression equations II, III, and IV, by assessing their 
predictions of inventory change for three recent quarters (fourth quar- 
ter of 1958 through the second quarter of 1959). A comparison of pre- 
dicted values with the actual change in seasonally adjusted manu- 
facturers’ inventories at book value is shown in Table 2. All three re- 
gression equations predict the slight decumulation of inventories during 
the fourth quarter of 1958 with only very small errors ranging from 
05 to .08 (in billions of dollars). For the first quarter of 1959, the 
equations predict accumulations in the range of .66 to .71 whereas 
actual increases in inventories amounted to 1.25. For this quarter the 
errors are quite sizable ranging from .54 to .59. During the second quar- 
ter, finally, inventory investment of from 1.27 to 1.32 is predicted by 
the equations, with actual inventory accumulation aggregating 1.63, 
yielding errors in the range of .31 to .36. The parameter differences 
among the three equations produce only relatively small differences 
in the predictions. 

The results of this prediction test do not appear to be inconsistent 
with the hypothesis that the parameters of the equations are suffi- 
ciently stable to be useful in short-run forecasting. The prediction for 
the fourth quarter of 1958 is very accurate. The shift from decumula- 
tion to accumulation in the first and second quarters of 1959 was suc- 
cessfully predicted by the equations. With regard to the excess of actual 
over predicted inventory investment for the first two quarters of 1959, 
on the other hand, a substantial part is probably attributable to pre- 
cautionary buying of steel and copper in anticipation of work stop- 
pages at mid-year. But because these predictions cover only three 
quarters of a year it does not seem wise to go beyond the statement 
that the hypothesis of reasonable parameter stability is not refuted by 
the prediction results. In time these functions may be tested more ade- 
quately by a longer series of forecasts than those shown in Table 2. 
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It should be clear from the tentative character of the foregoing com- 
ments that this paper reports progress, not final conclusions. Much 
more research in this area needs to be done. To check the soundness 
of the arguments advanced to justify the highly aggregative pro- 
cedures used in this investigation, for one example, it would be useful 
to test functional relations covering each such inventory component as 


TABLE 2—ComMPaRISON OF ACTUAL CHANGE IN MANUFACTURERS’ INVENTORIES WITH 
AMOUNTS PREDICTED BY REGRESSION Equations II, III, anp IV— 
FOR FourTH QUARTER OF 1958 AND First Two QuaRTERS oF 1959 


(all figures in billions of dollars) 


Fourth Quarter, 1958 First Quarter, 1959 Second Quarter, 1959 
Prediction Based on 
Equation of: Pre- Differ- Pre- Differ- Pre- Differ- 
dicted | Actual | ence dicted | Actual ence dicted Actual ence 
Regression IT —.170 | —.090 | +.080 | +.710 | +1.250 | +.540 | 41.310 | +1.630 | +.320 
Regression III —.170 | —.090 | +.080 | +.660 | +1.250 | +.590 | +1.320 | +1.630 | +.310 
Regression IV —.140 | —.090 | +.050 | +.690 | +1.250 | +.560 | +1.270 | +1.630 | +.360 


Note: All figures based on seasonally adjusted inventories at book value. 
Source of data: Current issues of Survey of Current Business. 


purchased materials, goods-in-process, and finished goods, as well as 
further break-downs such as between goods produced on order and 
those produced for market. As soon as better procedures and data are 
available for an accurate deflation of monthly inventories, it would be 
desirable also to rerun such regressions as those of Section I to test 
empirically the assumption underlying this report that price-level influ- 
ences do not serivusly impair regression results based on current-value 
data. 

In spite of these reservations, however, the closeness of fit of the 
“stock-flow” functions used in this study strongly supports the view 
that the acceleration principle is a powerful tool of economic analysis. 
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PLANNING WITH MATERIAL BALANCES 
IN SOVIET-TYPE ECONOMIES 


By J. M. Monttas* 


The material balance is at the core of Soviet planning; it is the most if 


operational (or bureaucratic) of all balances in the sense that all its 
elements—output orders, import and export quotas, inventory changes 
and allotments of materials to various consuming groups—hang on ad- 
ministrative decisions. 

Until recently so little was known about the practice of central plan- 
ning in the Soviet Union and in Eastern Europe that material balances 
and other “balanced estimates” meshing the supply and demand for 
commodities and for factors of production were rarely discussed in 
Western economic literature.’ But of late Soviet and Czech publica- 
tions have become more candid about planning methods actually in 
use; while of course the Poles and the Hungarians, ever since 1955, 
have been less reticent than any other members of the Soviet bloc to 
expose their economic system to public scrutiny. 

The structure of planning and of administrative organs differs in 
these various countries, and it has undergone a substantial reform since 
1957 in the Soviet Union itself. Yet the task of elaborating a set of con- 


sistent balances presents the same basic problems in every centralized }~ 


economy despite these differences: regional or industrial organs of the 
bureaucratic apparatus, whether higher or lower, are called upon to 
make economic decisions, the coordination of which, in the absence of 
markets and of a flexible price system,’ must be effected by matching 
the total demand for every major resource against its available supply 


* The author is assistant professor of economics at Yale University. He is indebted to 
Marvin Hoffenberg, H. S. Levine and A. S. Manne who read and criticized an earlier draft 
of this paper and to Michael Lovell and B. C. McGuire of the Cowles Foundation who 
offered many suggestions and improvements on the schemes of central planning outlined 
in section II. Part of the research was financed by a travel grant to the Soviet Union 
and Poland from the Stimson Fund of Yale University. 

*A notable exception is a recently published book by Hans Hirsch [20]. Useful in- 
formation on the subject is also to be found in Granick [15] and Grossman [16]. H. S. 
Levine’s highly competent paper [42] was published while this article was in the press. 

? Soviet economists are eager to mend their price system to improve economic account- 
ing, but they have no intention at the present time of allowing prices to play a major role 
in allocating resources. After three years of lively debate, the Poles now seem to have 
reconciled themselves to the primacy of physical planning. 


ev. 
mn. 
si- 
51. 
th, 
rt. 
2 
7 


964 THE AMERICAN ECONOMIC REVIEW 


Lat the highest level of planning. This is the role of the U.S.S.R. Gosplan 
and of the Planning Commissions of the other Soviet bloc countries.* 
The first section of this paper briefly describes the administrative 
framework of central planning in Soviet-type economies. In the sec- 
ond, I consider various procedures open to the central planners for 
approximating perfect consistency in building up a large set of inter- 
locking balances. These theoretical alternatives are then compared with 
bs the information available about actual planning methods in the Soviet 
Ag Union and in the other countries of the Soviet bloc. In the last two sec- 
tions, the practical limitations of planning by the method of balances 


these economies. 


I. The Administrative Framework 


Material balances may be drawn up for short-run planning purposes 
(for a quarter or for a year) or as the foundation for the long-run plans 
(five years and upwards). The latter, called “perspective balances,” 
are not so operational as the short-term balances, since the long-term- 
plan output figures are subject to change and the requirements for ma- 
7. terials (the outlay side of the balance) are only round estimates. The 
— long-term plans, however, do mark out the course along which the 


- socialized sector of the economy will travel, and they tend to hold good, 
ae barring major changes in policy, as long as no really troublesome ob- 
o stacles supervene. However, “shortfalls” due to forecasting errors on 
the credit or on the debit side of perspective balances may have reper- 
cussions on the yearly balances, which can only be “closed” by cutting 
the output of certain branches of the economy short of their productive 
capacity. 

The following procedure illustrates how the yearly plans for critical 
Ba (“funded”) products* were elaborated in the Soviet Union and in Po- 
a land, Czechoslovakia and Hungary before various—and divergent— 
reforms were put into effect in 1957 and 1958. 

“ag _ Some six to eight months before the beginning of the plan-year, the 
& Planning Commission prepared preliminary balances of essential ma- 
ce terials, taking into account the latest production figures as well as fore- 
casts of productive capacity and labor force. Tentative targets (“con- 

*As of 1958, Gosplan prepared balances for ferrous and nonferrous metals, fuels, oil 
products, electric energy, chemicals, lumber and building materials, the main types of ma- 
chinery and equipment, agricultural raw materials and the chief products of the light and 
food-processing industries [22, p. 14]. 

*“Funded” products were essential materials (from planned or from above-plan 
production of socialized enterprises), which could be distributed solely by the Council of 


Ministers of the U.S.S.R. The most widely used raw materials and semifabricates were 
still funded in 1958. 


are brought out in detail on the basis of recent evidence taken from | 
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trol figures”) based on these balances were handed down to the various 
industrial ministries, which subdivided them among their Chief In- 
dustrial Administrations (glavki). Each glavk in turn set specific 
targets for its subordinate enterprises; which were then expected to 
calculate the material inputs they would require to hit these production 
targets. The enterprise’s material requirements, written up in formal 
applications (zaiavki), were transmitted to its glavk and eventually 
to the procurement organization of its ministry. At every echelon, all 
applications were checked and their approved version consolidated with 
other applications. Each authority made sure that the material require- 
ments corresponded both with the latest available output figures and 
with the established “technical-progressive norms” regulating the 


‘maximum permissible expenditure of materials per unit of output.* 


The ministry finally turned over its procurement plan (covering the 
material requirements of all its enterprises) to the Council of Ministers 
and to Gosplan. Simultaneously with this process, ministries, with the 
help of their marketing organizations and of their glavki, drafted more 
detailed production plans, modifying and complementing the control 
figures they had previously received. These plans were also submitted 
to Gosplan, whose specialized industrial departments were now charged 
with preparing material balances for funded commodities on the basis 
of these latest production and procurement data. The process of con- 
current adjustment of the supply and demand for each balanced com- 
modity ended with the “closing” of the material balance—when the 
sum total of allocations earmarked for the various consuming groups 
matched the total supply from all sources planned for the year. Before 
all balances could simultaneously be closed, it was often necessary to go 
through most of this administrative procedure a number of times, on 
each occasion the relevant department of Gosplan or the ministry being 
expected to figure out the input requirements of subordinate enter- 
prises from the output targets in the latest “version” of the yearly plan.® 

Once all the material balances had been closed and had received 
approval by the Council of Ministers, each ministry subdivided its 
global allotment of material inputs among subordinate enterprises [11, 
p. 8]. The latter, within their appointed portions, communicated their | 
exact requirements by size, type or make of the material to procure- — 
ment agencies at various administrative levels. The detailed require- 

* These norms or coefficients of output are fixed by special commissions for each enter- 
prise. They must, in principle, be rigorous enough to guarantee that the enterprise will only 
maintain itself within their limits by dint of the most stringent economy. See below, pp. 
977-79. 

*In the later stages of planning, the input requirements of new output targets were 
usually calculated within the Planning Commission itself. (For certain limitations and ex- 
ceptions to this basic scheme, see below, pp. 977-79.) 
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ments were eventually transmitted to the marketing organization of the 
supplying ministry, which supervised the transfer of goods from selling 
to purchasing enterprises. 

In 1957, as part of the reorganization of Soviet planning on terri- 
torial principles, most industrial ministries were liquidated and a 
hundred-odd regional Economic Councils (Sovnarkhozy) were charged 
with the concrete supervision of 18,000 enterprises, accounting for the 
bulk of industrial output [25, p. 56]. Production and procurement 
plans instead of shuttling back and forth between Gosplan of the 
U.S.S.R. and the enterprise along functional-ministerial lines were now 
made to travel along territorial lines—through the Gosplan of each 
constituent Republic down to the regional Economic Council. Trans- 
mission channels are now different but the procedure for building up 
and controlling procurement plans is still essentially the same as it was 
prior to the reform [23, p. 325]. 

Some Soviet economists argue that the reorganization will make it 
easier to coordinate plans from the center: Gosplan of the U.S.S.R. 
will work on fewer balances (800 to 1000 in all). This reduction will 
be effected by grouping together many commodities formerly balanced 
separately. These more aggregated balances are supposed to account for 
a more complete coverage of industrial production than in the past, 
when nonfunded commodities were planned by ministries and their 
output was imperfectly coordinated with the rest [25, pp. 59-60]. In 
any case, it should now be possible to manipulate a smaller number of 
balances more flexibly and a more systematic effort can be made to 
reach over-all consistency. 


II. Theoretical Models of Administrative Planning 


Let us first consider theoretically how all the balances can simul- 
taneously be “closed” with the labor force and resources available, leav- 
ing aside for the moment the problem of limited plant capacity. 

We assume that the material balances form an interlocking set which 
can be arranged as an input-output table.’ Coefficients are now cal- 
culated relating the amount of each material input needed for producing 
a unit of each of the different outputs and ordered as a square matrix, 

* In input-output terminology, our simplified balances look as follows: 
Resources Disposals 
= 
i=l 


where x, is the gross output of the ith commodity, a;, is the technological coefficient show- 
ing the amount of x; required to produce every one of m commodities, and y; is the final 
demand for the ith commodity. There are m balances, one for each commodity. 

A mathematical appendix to this section of the paper is obtainable from the author. 
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with as many rows and columns as there are balances. Since the bal- 
ances are all expressed in physical units (e.g., tons of steel, thousands of 
tractors), the coefficients are “technological” (e.g., tons of coke per ton 
of pig iron), unlike the coefficients in a Leontief matrix which express 
the costs of input necessary to produce a dollar’s worth of output. 

Let us suppose that certain final demands are communicated by the 
authorities to the planners for investment goods and construction, de- 
fense, consumer goods, exports and reserves. The gross output target 
for each good necessary to fulfill its quota of final demand plus any 
amounts required by other industries as inputs can theoretically be 
calculated by input-output methods.* In recent years, the Russians and 
their more advanced partners (the Poles, the Czechs, the Hungarians 
and the East Germans) have studied the use of systematic methods of 
input-output programming, but their attempts to apply these tech- 
niques have hitherto been confined to small-scale (highly aggregated)" 
pilot schemes.’ Up to now, no system of interlocking balances for the 
national economic plan has been “harmonized,” or made to “close” by 
these methods. 

Soviet planners, who apparently believe that an internally consistent 
plan can be framed by traditional bureaucratic methods, given any 
feasible initial conditions of final demand or of minimum gross outputs, 
envisage the use of input-output methods mainly to work out the ulti- 
mate effects of different “variants” in these initial conditions. At pres- 
ent, the method of balances with its successive approximations to reach 
consistency, involves so cumbersome and time-consuming a procedure 
that an insufficient number of variants can be investigated, particu- 
larly in drafting long-range plans.” 

But can the method of balances even lead to one consistent plan? 
The shuttling back and forth of targets, the groping toward a simul- 

*In general, for this to be possible, the matrix formed by subtracting the technology 
matrix from the identity matrix must have an inverse. It is not certain that such an in- 
verse will always exist, since the technological coefficients are supposed to be drawn, not 
from the actual performance of the economy, but from engineering data; and it may turn 
out, by a freak of chance, that the total inputs required to produce a given set of gross 
outputs with the prescribed technical processes exceed these outputs. The system would 
then “eat itself up”; no positive final bill of goods could be produced. It is only when 
the coefficients are calculated after the plan has been fulfilled, that we can be sure that 
the iteration process will be convergent. We may note in passing that if the technology 
matrix can be transformed into a Leontief matrix by a suitable change in units, and if 


every column of these new coefficients adds up to less than one, inversion will be possible. 
In this case, every product could be produced at zero or positive profit. 

* Articles which describe some of the basic research being conducted in the Soviet-bloc 
countries are: for the Soviet Union, V. Belkin [3]; for Poland, K. Porwit [33] and 
E. Krzekowska and others [28]; for Czechoslovakia, A. Cerveny and J. Vacha [6]; for 
East Germany, H. Schéhen [38]; and for aw A. Brédy [4]. 


* Interview material. 
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taneous “closing” of the balances, suggests various iterative techniques, 
which, systematically carried out, would, in effect, invert a matrix made 
up of the technological coefficients and approximate full consistency in 
the output plan. Our task now consists in finding the iterative technique 
which most closely resembles the administrative procedures actually 
followed in Soviet-type economies. 

We start again with our somewhat unrealistic assumption, namely, 
that the first set of output targets circulated to all industries consists 
of final demands only. On the basis of these targets, all industries pro- 
ducing end-products calculate their input requirements, which are then 
summed for the whole economy, and added to the original targets of 
final demand to yield first estimates of gross output. These estimates 
make up a second set of targets which again are sent around to the 
various industries. Input requirements are now revised upward in line 
with the higher targets. The old summation procedure is then repeated 
to yield second estimates of gross outputs. It can be shown that every 
new set of gross-output targets obtained in this manner would come 
closer to the perfectly consistent set of targets that could be calculated 
by direct matrix inversion.” 

An immediate improvement in this method suggests itself. Final de- 
mands are usually not a good starting point for the first iteration, espe- 
cially if they represent’ only a small proportion of total production; 
therefore, gross-output targets adapted from the five-year plan or ad- 
justed upward from last year’s targets may be used, instead, to com- 
pute requirements of intermediate products in the first round. If these 
preliminary targets (the “control figures” of Soviet practice) are not 
too far out of line with each other, the first iteration will yield larger, 
more accurate estimates of the “correct” (consistent) output targets 
than by starting with final demand. The successive approximations 
starting from this arbitrary point should converge toward the same 
consistent set of gross outputs as before [13, p. 69]. 


* Letting x, stand for the first estimate of any gross output, we may use the terminol- 
ogy of note 7 to represent the initial phase: 


The second set of targets follows by repeating this procedure. Thus for the ith sector: 
j=l 


This expression can be expanded by substituting (1) into (2). Each subsequent set of targets 
can be derived from the preceding set and expanded in the above manner. The iterative 
technique described here is equivalent to the inversion of a Leontief-type matrix (formed by 
subtracting the technological coefficients from an identity matrix) by a power series. 
It is assumed of course that this matrix has an inverse, otherwise iteration will fail to 
converge toward any set of targets [13, p. 63]. 
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Are there any other shortcuts which would pare down the time re- 
quired to reach an acceptable approximation? At least three come to 
mind: (1) aggregation of coefficients, (2) extrapolation toward more 
exact estimates, and (3) more “efficient” routing of the control figures 
throughout the administrative system. 

1. The principal advantage of aggregation lies in the possibility of 
restricting the iteration process to a smaller number of planning organs 
and of speeding up the entire procedure. In Poland, for example, it is 
known that the last stages of planning a yearly program are all carried 
out within the Planning Commission itself, with the various depart- 
ments of material balances (e.g., for metallurgy or for light industries) 
grinding out input requirements on the basis of aggregated coefficients 
[33, p. 338]. In this way the material requirements needed to produce 
the various estimates of the gross output targets can be worked out 
much more rapidly—though less exactly—than if these estimates had 
to filter all the way down to the producing plants. 

Aggregation entails a loss in accuracy, unless the input-output co- 
efficients of every product in each consolidated group happen to be the 
same or unless the relative outputs of the individual commodities to be 
aggregated are expected to remain in exactly the same proportions for 
all variations in the final program [29, pp. 195-200]. American ex- 
perience with inverting large matrices indicates that the loss of accuracy 
due te this cause is not so damaging as might at first blush be supposed 
[30]. In practice, as we shall see in the next section, the worst losses 
due to aggregation probably stem from errors and omissions in the 
aggregation process itself. 

2. Extrapolation: if the iteration process converges, then the differ- 
ences between successive estimates of the gross outputs will tend to 
fall according to a constant ratio. 

Let this ratio be called K. Then the planners could reach forward 
from, say, the third iteration to an ultimate approximation of the correct 
values of the gross outputs by computing the increase in the gross out- 
put of any good generated by the third iteration (compared to the sec- 
ond), multiplying this increase by the ratio of K to 1 — K, and adding 
the result to the output of the third iteration for this good [13, p. 74].”* 
No such formal methods are used in Soviet planning, although the 
planners do seem to anticipate feedbacks by using their past experience 
and their planning “instinct” to extrapolate the estimates of material 
requirements on the outlay side of their balances.** 

* Experience with the inversion of U.S. input-output matrices has shown that four to five 
iterations cum extrapolation were sufficient to encompass at least 96 per cent of the true 
value of the gross outputs. 

* Interview material. 
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3. In this theoretical model of administrative planning, inefficient use 
has been made of the data generated at each step in the process. All 
the agencies and firms have computed their material needs from esti- 
mates of gross outputs corresponding to the same stage in the iteration 
process. It will usually be more advantageous to start the iteration 
process with industries producing mainly finished products and work 
back toward raw materials, making use at each stage of the gross out- 
puts already generated. The advantages of this method are illustrated 
by the following example. 

Let all industries be classified into three groups: (1) manufactures, 
(2) semifabricates, and (3) raw materials. Suppose that the last two 
groups drew no inputs from any manufacturing industry, while raw 
material industries consumed neither manufactured nor semifabricated 
products. The matrix of input-output coefficients for these three groups 
would then be free of all “circular relations” between groups.** The 
Planning Commission might be instructed first to calculate all the in- 
ternal needs of the manufacturing group, add these needs to the final 
demand for manufactures and fix gross output targets for this group;** 
then use this target (together with the final demand for the second 
group) to work out the total needs for semifabricates. And, in the third 
stage, use both the gross-output targets for groups 1 and 2 to derive the 
target for group 3. These three steps would be sufficient to provide the 
planners with a consistent plan for all three sectors. No further igtera- 
tions would be necessary. The above procedure, which corresponds for- 
mally to the Gauss-Seidel method for finding the inverse of a matrix 
by iteration, would obviously save much time, provided that the tech- 
nology matrix lent itself to its employment. 

In practice, according to a Soviet economist interviewed, work on 
the balances starts simultaneously from “both ends”: balances are first 
prepared for industries turning out mainly finished products and for in- 
dustries producing mainly raw materials. Inconsistencies come to light 
somewhere “in the middle” as balances of intermediate products are 
reconciled with both raw-material availabilities and final demand re- 


“ Letting ai, (i, j= 1 to 3) stand for an aggregated coefficient relating any two groups, 
the matrix of these three industries could be arranged as follows: 


an 0 
E G22 o | 
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A positive value for any coefficient above the diagonal of the matrix means that two or 
more groups are purchasing inputs from each other (“circular relation”). 

* Note that the requirements of any group for its own products (a;;) add a complication. 
The gross output target for the first group should theoretically equal the final demand for 
this group divided by 1 — ais. But if the a;; were small, the error involved in ignoring their 
higher powers would be negligible. 


= 
; 
fe 
= 


MONTIAS: PLANNING WITH MATERIAL BALANCES 971 


quirements. This procedure probably reaps only a fraction of the com- 
putational savings of the Gauss-Seidel method. 

In order to test roughly the effect of calculating gross outputs from 
final demands in a few iterations, the Gauss-Seidel method was tried 
out on the Ranp Corporation’s twenty-sector input-output matrix of 
the Soviet economy for 1941 [21] (rearranged so as to minimize the 
total value of above-diagonal elements).’* In one complete iteration, 
approximately 84 per cent of the known value of the total of gross 
outputs was derived from the final bill of goods. Another iteration left 
9 per cent unaccounted for. However, certain sectors with a small per- 
centage of final demand to gross outputs—such as coal, peat, ferrous 
and nonferrous metallurgy—were still underestimated by as much as 
30 or 40 per cent. By adjusting for the heavy internal requirements of 
these sectors,’” and by limiting the next Gauss-Seidel iteration to just 
those sectors (using values already obtained for the remaining sectors), 
all sectors can be brought up to a minimum 85-90 per cent of the correct 
outputs. In practice, if sufficient reserves and inventories were available, 
and if the final demand for exports and for low-priority sectors offered 
a modicum of flexibility, the results might already be held satisfactory 
for operational purposes. 

There is a strong presumption that better estimates could be made 
after two iterations if control figures of gross output were used in the 
first iteration, since some of the final demands amounted to only a 
fraction of gross output (e.g., 6 per cent in the coal industry). 


In the long run, however, the case for iterative planning is not so ’ 


strong. As a country develops, its products normally become more 
fabricated. Fewer products go directly from the mine or from the field 
to the ultimate consumer. The proportion of final demand in total out- 
put may be expected to fall. Once the industrial structure has become 
more complex, it should take more iterations to reach acceptable esti- 
mates of gross output whether we start from final demand or from any 
arbitrary starting point [13, p. 83]. In addition, relations among in- 
dustries consuming each other’s products (directly or indirectly) are 
more likely to develop with time. Indeed, such industries as chemicals, 
paper products, ferrous and nonferrous metals, which account for a 
large share of the circular relations, tend to grow more rapidly than 
the rest and assume increasing importance in more developed countries 
[8, p. 497]. These circular relations will have the effect of slowing 
down the convergence process for any method of iteration. In so far as 

* The above-diagonal elements were reduced in a few operations to 2.5 per cent of the 


sum of gross outputs. These elements could be brought down further by more trial- and- 
error reshuffling of rows and columns. 


* See note 15 above. 
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the Russian economy conforms to these general trends in development, 
the Soviet planners are likely to get larger errors than in the past (for a 
given number of iterations). This in itself may help explain the recent 
flurry of Soviet interest in the application of formal input-output tech- 
niques to planning problems. 

Up to this point we have assumed that gross output targets could be 
systematically derived from a neat bundle of final demands. But it 
has been suggested by at least one observer of the Soviet economy that 
certain intermediate products might belong to a higher order of pri- 
orities than the end-uses they can generate.*® 

Take for example, the “leading links” of Soviet planning, sectors of 
the economy that were given top priority in order to widen bottlenecks 
in development. The yearly increases in the output or services planned 
for these sectors were not determined directly by their net contributions 
to the investment program, to defense or to private consumption; 
neither did they follow automatically from the nicely calculated require- 
ments of other sectors for their products. The planning of these leading 
links had a profound impact on the entire program for the year—which 
may in certain cases have overridden planners’ preferences for end- 
products. 

Still this objection cannot be pushed too far: the ultimate decision- 
makers need not have a sharply etched preference map to tell whether 
they wish to see more tanks produced or more automobiles, whether 
they plan more investments in electric power or in dairy production; 
and the choice of gross-output targets does have a decisive effect on 
whether tanks or automobiles will be produced this year, and electric 
light or milk five years hence. The planners must eventually adjust 
gross-output targets to any strong preferences they may have for end- 
products. Moreover, as the quality of long-range planning improves 
and flagrant disproportions in the economy are gradually eliminated, 
hectic campaigns to build up top-priority sectors “at all costs” should 
eventually yield to a more comprehensive approach to planning 
problems. 

Capacity limitations in certain key industries also contradict the 
basic assumption of one-factor scarcity implicit in our iterative solu- 
tion of an input-output program. It may actually wreck all our theoriz- 
ing, for, strictly speaking, no program saddled with both capacity 

* The use of “control figures” as initial estimates of gross outputs, instead of final-demand 


requirements is only a convenient device to accelerate convergence. In the last analysis 
final demand still determines gross outputs and not the other way around. 

*In the Soviet Union, according to Gregory Grossman “production targets for certain 
key intermediate goods are set by political decision. . . . These are . . . the goods which 
symbolize military-economic power and independence in the mind of the regime: e.g. coal, 
petroleum, electric power, steel, etc... .” [16, p. 102]. 
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limitations and a limited supply of labor is susceptible of solution by 
input-output methods; and linear programming, which can handle this 
type of problems, has no counterpart in the planning of Soviet econo- 
mies. Fortunately, only one not-too-far-fetched assumption needs to be 
made to bring us back into charted territory, namely, that the entire 
capacity of every capacity-limited industry should be used up. This 
implies that the planners will have to be content with just those quanti- 
ties of net output in the capacity-limited industries that will be left over 
after satisfying the internal requirements of the system and the final 
demands prescribed for the remaining industries.” 

Economists of the Polish Planning Commission have recently 
analyzed the problem of finding an input-output solution to such a 
program, in the belief that, for short-run planning, a “mixed model” 
(with capacity limitations) would better answer practical needs than 
one where output in every industry was determined vad by its supply 
of material inputs [34, pp. 11-30]. 

An approximate solution to a mixed program can he found by itera- 
tion with even less effort than in the case where no capacity limitations 
have been allowed for. The planners may proceed as follows: they may 
calculate by iteration the gross-output requirements of the industries 
whose output is limited by their supply of material inputs (introducing 
the gross outputs of the capacity-limited industries only as a source of 
demand for inputs from the industries under consideration) and, once 
acceptable estimates of these gross outputs have been ground out, use 
them to calculate the residual net outputs of the capacity-limited indus- 
tries. The iteration process can therefore be confined to sectors with a 
predetermined final demand, while data from the limited-capacity sec- 
tors need only be introduced into the balances after all the time-consum- 
ing calculations on the remaining sectors have been completed. 

* That this is an assumption and not a necessity can be shown by the following ex- 
ample. Suppose industries A and B were capacity-limited and bought inputs from each 
other. Then the net output of A could be increased slightly by operating B below capacity, 
thus releasing some of A’s intermediate products for final demand, which would other- 
wise be brought by B from A. This possibility is ruled out in the model that follows. 

™ We again use the terminology of notes 7 and 11 for a three-sector model. It is assumed 
that the output of sector 1 (the capacity-limited industry) cannot exceed 2. Final demand 
is known for the remaining sectors (y2 and ys). Our unknowns are ¥: (residual final de- 
mand in sector 1) and gross outputs x2 and xs. We call x. and xs our first estimates of 
% and xs, equal to (y2 + au %:) and (ys + as %:) respectively. The second estimates of 
equals the first estimate plus indirect requirements amounting to x2 + ass 
This sum expands to (1-+ ae) (y2-+ du 21) + dss (ys-+ as %:). Further estimates can be 
obtained by repeating the same operations. Once acceptable estimates of the unknown out- 
puts have been reached after & iterations, the residual final demand of the first industry 
can be obtained as follows: 

where x,™ and xs are the kth estimates of x: and xs. 


a 
ch- 
be 
| a 
of 
cks 
1ed 
ich 
1er 
1er 
on 
ric 
eS 
od, 
ld 
ty 


974 THE AMERICAN ECONOMIC REVIEW 


To conclude the foregoing analysis: the method of material balances 
is not inherently wasteful or theoretically unsound. It may lead to full 
consistency if the iteration process is carried on long enough and if 
the technical coefficients are accurate. Even if we knew that only one 
or two iterations were carried out, we still could not be sure that the 
method would lead to large errors; for the organization of planning and 
the nature of the technology matrix might be such that substantially 
correct estimates of gross outputs could be derived by its use. 

Finally, attention should be drawn to the essential flexibility of 
iterative procedures. The technological coefficients need not all be trans- 
mitted to the Planning Commission. A “control figure,” or preliminary 
output target, may be sent to a ministry, to a glavk or to a regional 
Economic Council, depending on how industry is organized and on 
where it may be convenient to calculate the inputs to hit this target. The 
working out of input needs at lower echelons saves on the time and 
expense and on the errors in aggregation involved in bringing all the 
coefficients together in one place. It is conceivable that these savings 
might more than offset the increased cost of transmitting input and out- 


.put estimates back and forth between the center and the peripheries. 


A Yugoslav economist and former central planner has pointed out 
that trial-and-error methods for reaching consistency permit more ad 
hoc adjustments in the coefficients than the mechanical inversion of a 

trix [31, p. 215]. Suppose, for example, that an increased final de- 
mand for aluminum hollowware and agricultural machinery has given 
rise to larger electric-power requirements than were originally planned. 
The full extent of the discrepancy has perhaps come to the attention of 
the planners only in the third “version” of the program. The extra 
power must come from inefficient generating capacity with a high coal 
intake. The average coal-electricity coefficient can now be raised to take 
these new circumstances into account. And there is no need to start the 
whole programming over again—as long as coal output can be raised to 
the new required level. 

Similarly, if the balances for certain key materials cannot be closed, 
substitution of other materials in more abundant supply may be en- 
joined on all producers by the Planning Commission, and corresponding 
adjustments in the technological matrix and in the production program 
may be made for further iterations. 


III. The Models Compared with Actual Planning Methods 


In the models of the preceding section, a set of interlocking balances 
has been posited for all commodities: if aggregation had to be resorted 
to, it was not supposed to affect the interdependences linking all the 
commodities in the system. This assumption will not bear scrutiny: in 
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all the economies under study, a good many of the less important com- 
modities were planned, balanced and distributed at lower administrative 
levels—sometimes even by the producers themselves, more often by 
marketing organizations.” These plans were poorly integrated, if at all, 
with the more fundamental balances elaborated in the Planning Com- 
mission and approved by the Council of Ministers. Furthermore, at all 
administrative stages, material requirements were consolidated along 
“organizational” lines (by ministries or lower organizations named as 
“custodians” of allotted funds) rather than according to the type of 
output which they would help to produce. Thus, prior to the reorgani- 
zation of Soviet industry, total coal disposals in Gosplan balances were 
broken down by ministry, not by detailed use. (Only the principal com- 
modities for which coal served as input, such as coke and steel, were 
typed out under each ministry in the Polish balances.) According to 
a Soviet statistician, though detailed data are collected from each pro- 
ducing enterprise on its consumption of materials (corresponding to 
the widest industrial classification in use), “this extremely valuable ma- 
terial is neither summarized nor processed” [35, p. 368]. It is evident, 
however, that the central planners must have at their disposal aggre- 
gated input-output norms for all commodities for which they wish to 
draw up a consistent plan by successive approximations. 

In the opinion of Soviet experts, the organizational makeup of the 
balances also limits their use as a source of data for input-output pro- 
gramming; considerable expense would have to be incurred to fill the 
gaps by working up raw data furnished by enterprises.” 

Summarizing some of these difficulties, the Gosplan economist A. N. 
Efimov complains that “material balances . . . for individual products, 
not being integrated into a single system, solve only limited problems 
of intersectoral proportions” [10, p. 108].** 

In 1954, out of 62 machinery groups or subgroups balanced by the Polish planners, 18 
were balanced in the Planning Commission, 14 by the Central Agency for Machine Econ- 
omy (C.Z.G.M.); 3 by departments of ministries, 9 by central boards, 4 by procurement 
organizations, and 14 by marketing organizations [32, p. 650]. Some, but not all, of those 
balances were integrated into summary balances drafted in the Planning Commission. 

*The input-output team of the Polish Planning Commission has found an ingenious 
way of circumventing this difficulty by combining data based on “product-organizational” 
lines (e.g., tons of coal per million zlotys of output of the ministry of the chemical in- 
dustry) with detailed physical output data supplied by the different ministries and their 
subordinate agencies [34, pp. 31-42]. The Czechs propose to develop a new industrial 
classification to make up their input-output tables and to collect the requisite data di- 
rectly from plants for this purpose [6, pp. 339-41]. 

* Similar, but more detailed, criticism of the balances is to be found in the work of 
various Hungarian economists (for example [1, p. 568]). In a 1957 article, another Hun- 
garian economist, A. Brody, complained that statistical data available at present are not 


sufficient to prepare a detailed input-output table for industry as a whole. Differences in 
nomenclature among the various administrative organs are mostly to blame. No informa- 
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This failure is particularly evident when changes must be made in 
the last stages of drawing up the year’s program. Efimov remarks that, 
in view of the great expenditure of computational labor needed to re- 
work the material balances, as well as the lack of time for carrying out 
this work, “recalculations may be limited in practice to the balances 
directly affected by the changes.” These he calls “first-order linkages” 
(e.g., the adjustment of the steel balance to an increase in the demand 
for trucks). “Balances related to the original change by second-order 
and especially by third- and fourth-order linkages are altered only 
where the changes are significant” [10, p. 107]. 

Nevertheless, if I may judge from the Polish example, a determined 
effort is made to achieve consistency at least for priority sectors, even 
if the balances have to be closed by cutting down allotments to lower- 
priority sectors. Two plausible courses of action for resolving basic in- 
consistencies in the master-plan can be looked into. First, the planners 
may meet deficits in the balances by calling for a reduction in the input- 
output coefficients of heavy users of materials in short supply; second, 
the allocation of materials to consumer-goods industries may function 
as a buffer which softens the impact of shortages on the other key sec- 
tors. Both hypotheses are partially valid but neither holds up under all 
circumstances. 

1. The input-output coefficients the planners work with are already 
strained. Only a hortatory purpose can be served by decreeing their 
further reduction:** firms will have to make shift with the materials 
actually dealt out to them; if they exert enough effort toward reducing 
unit costs, they may still hit their output targets with lower coefficients. 
But they may just as easily exceed their allowances—especially if the 
quality of materials rationed out is below standards. This approach 
will not go far toward eliminating the trouble. 

2. The quotas of materials earmarked for household consumption are 
sometimes cut; but these quotas already tend to be niggardly, since the 
original bill of consumer goods—low in the planners’ priority scale— 


tion can be had on “products that are not easily measurable” (steel castings and forgings, 
some types of machines etc. . . .). Consequently, “one is unable to find out what happens 
to over half of the output of heavy industry” [4, pp. 138-39]. These, and all the other 
Hungarian references in this paper, were kindly made available to me by Bela Balassa from 
his forthcoming study on the economy of communist Hungary. 

*For further comments of the same nature, see Belkin [3, p. 140] and Ausch’s re- 
marks on Hungarian planning [1, p. 568]. 

*In the stormy industrialization period of the early 1930’s, systematic overcommitment 
of resources may well have helped to “mobilize the masses” toward more strenuous efforts 
to fulfill impossible plans. (Cf. the chapter “Problem Solving, the Overcommitment of 
Resources and ‘Storming’,” in [2].) In the 1950’s, the Soviet economic system seems to have 
moved away from these Sturm und Drang methods toward a tighter budgeting of resources. 
This trend is important in assessing the present Soviet search for more rational planning 
procedures. 
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was already pared down to bare essentials. There is not much more 
“play” here than in the producer-goods sector. 

It is interesting to note, in the case of Poland, that, from about the 
middle of 1954 on, the consumer-goods sector (of key industry) be- 
came the least resilient of all—after acting as one of the most elastic 
buffers in former years: an effort was being made at that time to re- 
gain the losses in real wages suffered in the first stages of the six-year 
plan, and if any element of demand had to “give” when shortages arose, 
it was industrial construction and other investment activities rather 
than any consumer-goods industry.” 

A minor component of demand to feel the pinch in certain cases is 
the “pool” of materials going to producers’ cooperatives and to private 
handicrafts. The beneficiaries of this pool—whether they produce con- 
sumer or producer goods—receive harsher treatment at the hands of the 
planning board than large-scale textile or food-processing plants by 
reason of their inferior social status and of the marginal nature of their 
deliveries in the total supply of most goods. It is apparently believed 
that ups and downs in the output of these dwarf producers (caused by 
their procurement difficulties) are less damaging than occasional cuts 
in the production of consumer staples by plants employing thousands 
of workers. 

If exports are an essential ingredient needed for industrial growth— 
through the imports of raw materials that they make possible—then 
exports will be the last “end-use” to be cut. This was apparently the 
case in Hungary. However, in Poland, exports of raw materials and 
semifabricates (including coal and rolled zinc) were frequently trimmed 
when the requirements of domestic industry and transportation could 
not otherwise be satisfied.” 

There is no set of rules binding for every time and place to deal with 
shortages in the balances as they arise: consumer goods, investment 
projects, exports, or even the defense program may bear the brunt of 
adjustments, depending on the priorities of the moment. ’ 


IV. Obstacles to Accurate Planning by the Method of Balances 


The routine obstacles that stand in the way of accurate planning by 
the method of balances may be divided into two groups: (1) failures 


This does not imply that the investment budget was greatly reduced—it was actually 
held at approximately the same absolute level as in former years—but it was thought ex- 
pedient to maintain a certain level of output of consumer goods as an irreducible mini- 
mum, irrespective of the vagaries of planning. 

*In the routine planning of material balances in Poland, the officials of the Planning 
Commission earmarked for export those quantities of goods that could be drawn off from 
the pool of domestic allotments “without prejudice to procurement needs at home.” The 
quantities exported of many goods ended up as a resultant item, “left over after other 
needs had been met” [36, p. 25]. 


f 
at, 
re- 
out | 
ces q 
25” 
nd | | 
ler | 
aly 
ed 
en 
| 
in- | 
rs 
it- t | 
id, | 
on 
| 
ly 
‘ir 
Is 
ng 
a 
| 
|: 
re 
1€ 
ns 
: / 
| 
at 
of 
| 
: 4 
| 
7 


978 THE AMERICAN ECONOMIC REVIEW 


in the transmission to higher authorities of information about the pro- 
duction functions of individual producers, and (2) errors that come to 
light in the process of fulfilling the plan. 

1. The knowledge which planners in Gosplan or the equivalent or- 
ganization have of the relevant input-coefficients may be inaccurate for 
a number of reasons: 

(a) Technical norms are often unrealistic to start with, since they 
usually assume a quality of material inputs and conditions of repair 
and maintenance of equipment which are not normally met in practice. 
They may also hinge on an above-average performance of the workers 
operating the materials-consuming equipment. 

(b) Many norms at the plant level are ignored because the complexi- 
ties of the production processes and the frequently changing specifica- 
tion of the products render them useless for planning purposes.”° 

(c) Due to rapid technical progress, it is not possible to keep all the 
norms up to date. 

(d) The norms are often poorly aggregated even at the level of the 
enterprise—there are as many norms of coal utilization as there arc 
furnaces and boilers in a plant (and there may be several plants in the 
enterprise )—but particularly, prior to the reorganization of Soviet in- 
dustry, at the level of glavk. Only a few of the aggregated norms are 
systematically built up from their output-weighted components; in a 
majority of cases the planners make use of “statistical coefficients” re- 
lating inputs to outputs for a group of enterprises in the most recent 
planning period.” 

(e) The relation between the output of a product and the consump- 
tion of materials for répairs and maintenance associated with its pro- 
duction cannot be predicted with accuracy. The quotas of materials ear- 
marked for these uses are liable to a wide margin of error [37, pp. 61, 
62]. 

(f£) The output-mix of an industry is frequently so complex that ma- 
terialg needs can only be gauged in proportion to the gross value of out- 
put of the industry or of a group of products rather than for each of the 
products separately. In the Soviet Union, the material inputs of the 
construction industry are estimated as so many tons of bricks, cement 
or lumber per million rubles of construction. This is a highly unreliable 
method since the material-intensity of different stages of construction 

* The complex factors bearing on fuel norms and the difficulty of working out usable 
technical-progressive norms are described in a Czech article [40, pp. 549-52]. 

” The technical difficulties of conveying usable information about producticn functions 
to the ministries and to the Planning Commission must be formidable when we consider 
that a single machine-building factory in the Urals turned over to its superiors 17,000 
as yr " areas relating to its norms and to its actual consumption of materials 
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varies appreciably [22, p. 11]. In Polish industry, only about 60-70 
per cent of total output could be planned with physical coefficients; for 
the rest, materials needs were geared to gross output forecasts and were 
to some extent distorted by the irrational elements in the prices that 
served as output weights for the individual commodities aggregated. 

Breakdowns in the transmission of operational information cause still 
another source of errors in the balancing process. The correct material 
quota on the expenditure side of a balance depends not only on the out- 
put of its consumers and on their coefficients but also on the inventories 
of materials and goods in process these consumers may have on hand. 
Unfortunately, accurate data on these inventories are hard to get, not 
only for technical reasons—constant fluctuations, poor accounting 
methods, and the like—but because firms find an advantage in conceal- 
ing their materials hoards to be able to claim higher rations.” 

The shortcomings of the norms might be alleviated if producing firms 
had a real voice in planning their inputs. But because firms tend to 
“plan upwards” (inflating their requirements in expectation of cuts) 
and because it takes too much time and trouble to bring every firm into 
the laborious planning process, the contribution of producers to the 
drafting of material balances is often perfunctory. This has evidently 
been the case in Poland since 1954 when “planning from above,” as this 
short-cut method was termed, began to prevail.** In Russia, also, minis- 
tries did not always consult their subordinate enterprises in drafting 
their plans, particularly in industries with a highly diversified output.** 

2. So many unforeseen contingencies may cause production and con- 
sumption plans to go awry in the course of their fulfillment that we can 
only list the major sources of disturbance. 

(a) Changes in the demand for finished products ordered by the au- 
thorities during the year: political events—such as war scares—may 
precipitate short-run revisions in the investment program affecting the 

“FE. Devons [9] reports on the British experience with physical planning of aircraft 
production during the second world war, offering a vivid sketch of similar statistical de- 
ficiencies and of the mistakes they sometimes occasion. Indeed, a good part of the book 
might apply to planning in Soviet-type economies. 

*[39, p. 379]. Before firms were cut off from detailed planning, they had to rework 
their industrial-financial technical plans as many as ten times a years in response to 
changes suggested by higher authorities. To reduce excessive “versionism,” the instruc- 
tions for the 1954 plan called for a maximum of independent planning by the Planning 
Commission and by the ministries—the first on the basis of the previous year’s results, the 
second on the basis of technical data—with a final reconciliation of all projects in the 
last stage of planning [41, p. 6]. This arrangement seems to have been patterned after 
Soviet practice of the late 1930’s [15, pp. 64-68]. 

* Eidel’man writes that “when ministries prepare their applications for materials with- 
out the participation of producing firms, they are subsequently compelled to introduce 
significant corrections in their applications” [11, p. 32]. For further details on Russia 
see [14, p. 48-49], and on Czechoslovakia [18, p. 59]. 
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make-up of most material balances. If time is too short to elaborate a 
new consistent set of interlocking balances, then quotas earmarked for 
one purpose may be preempted for another without adjustment for the 
consequent indirect effects. This will upset the fulfillment of enterprise 
plans.* 

(b) The time-lag between the drafting of the plans and operational 
decisions is such that, for the first quarter of the year, most firms op- 
erate without any approved plan at all.** In the Soviet Union, special 
“advances” of funded materials equivalent to the previous year’s rate 
of consumption must be extended to consumers of materials pending 
receipt of final plans [22, p. 11].°* During this hiatus, there is a mini- 
mum of coordination, since with a high, uneven rate of growth in the 
different sectors of the economy, the structure of the economy’s output 
is constantly undergoing changes which will disturb the balances of last 
year’s plans. Even if the previous year’s plans were all perfectly bal- 
anced, a projection of these plans into the next year, disregarding the 
increased capacity and the new needs for end-uses that have come up 
in the meantime, could hardly be consistent. 

(c) Producers frequently fail to notify consumers of production 
breakdowns and, when their deliveries must be postponed, they present 
their clients with a fait accompli, leaving them no chance to find alter- 
native sources of supply: 

(d) Above-plan output, rewarded by bonuses to management, usually 
necessitates extra consignments of material inputs, which must either 
be deflected from other consumers (by administrative fiat) or made 
good by unplanned output somewhere else. Unforeseen increases in 
materials requirements by priority consumers, from this and from other 
causes too numerous to mention, call for a myriad of lower-level de- 
cisions which may or may not be in harmony with the central plan or, 
for that matter, with each other. 

(e) Certain industrial consumers are allotted supplies from “new 


production” of factories scheduled to be launched during the year. But 


it is difficult to fix an exact date for the start of full-scale operations in 


* A Slovak economist, writing in the official organ of the Czechoslovak Planning Board, 
remarks that “the effects of foreign trade, changes in the demand of private consumers, 
technical progress, natural events, and defects in the elaboration of the plan militate against 
the absolute inflexibility of yearly plans . . .” [27, p. 34]. 

*In Poland, the ministries and the Planning Commission started work on the coordina- 
tion of the plans as early as May and June of the year preceding the plan year. Most of the 
work of formulating an internally consistent plan was supposed to be over by mid-Septem- 
ber [41, p. 9]. Yet producers only received concrete directives by the end of the first 
quarter of the plan year or, in 1953 for instance, as late as May [17, p. 30]. 

* Polish enterprises operated during the first quarter on the basis of tentative plans sub- 
mitted to the Central Boards of Industry in the fall of the preceding year—which usually 
differed substantially from later versions [17, p. 30]. 
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new projects. Consumers are therefore at the mercy of “bugs” in the 
production processes of their suppliers. Shortfalls in deliveries will of 
course upset their own output plans with repercussions in the rest of 
the economy. This element takes on special significance in the first 
periods of rapid industrialization when each new plant put into opera- 
tion may contribute a large proportion of the nation’s output of a par- 
ticular commodity. 

What do all these discrepancies amount to? According to Pravda 
(August 10, 1955), 31 to 40 per cent of all industrial plants in the 
Soviet Union failed to fulfill their annual plans between 1951 and 
1954.** Even if a large number of plants produced over and above 
their plan, the chances are that differences in the location of the sur- 
plus-output plans and in the specifications of their products would 
make the latter somewhat less than perfectly substitutable for the 
products in deficient supply. 

Disproportions in short-run planning are made good, in so far as 
possible, by the manipulation of reserves held by the planning board 
and by other agencies, or by fluctuations in the inventories maintained 
by producers and consumers. Inventories in the Soviet Union appar- 
ently have to be built up to higher levels than in capitalist economies 
such as the United States [7, pp. 561-65]. But they still are not suffi- 
cient to cushion all disturbances in procurement; and production break- 
downs due to material shortages remain a perennial source of com- 
plaints in all the centralized economies.** 


V. Concluding Remarks 


This paper confines itself to the purely technical aspects of drawing 
up a consistent set of interlocking balances of material resources. We 
have not related these balance sheets to the composite (“synthetic”) 
balance sheets of money flows which are used, among other purposes, to 
equilibrate the aggregate supply and demand for consumer goods, 
Neither have we related the short-term balances to investment plan- 
ning or to plant capacity. We have thus by-passed one essential func- 
tion of the material balances: the detection of bottlenecks and their 
eventual elimination by suitable investments (in plant capacity, in 
equipment, or in the expansion of extractive industries, including geo- 
logical prospecting). 

“In Czechoslovakia, according to a detailed breakdown for 1957 published in 1958, 
- ha ye of 1,429 enterprises covered in a survey failed to fulfill their production 
plan [5, p. 51]. 


* These snags in procurement are chiefly responsible for the uneven rate of production 
in many plants (nieritmitchnost), which must slow down during certain periods while they 
wait for essential parts or materials and then must “storm” the plan in the last ten days 
of the month. 
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This technical survey also fails to explore the relation between our 
limited “ideal” of Soviet planning (the working out of a perfectly con- 
sistent program) and the static model for the efficient allocation of re- 
sources. In view of the fact that factor-mixes are endowed with some 
flexibility in many, if not in most, production processes, we might ask 
how the method of balances and administrative rationing are expected 
to reach an efficient allocation (where the ratios of marginal physical 
products of any two factors will be equated in every use). How can the 
most economical production processes be selected without any more 
refined knowledge of relative scarcities than the occurence of surpluses 
or deficits in trial-balances? Can an effective price system be grafted 
on physical planning and help to resolve these dilemmas? 

It will appear to some readers that these questions need only to be 
raised in order to be answered.*® But before we become complacently 
critical, let us bear in mind that static efficiency is not the be-all and 
end-all of the art of planning. The Soviet system with all its compul- 


. sion and waste is a vehicle for high rates of growth. To some extent, a 


higher rate of growth than might otherwise be feasible makes up for 
short-run inefficiencies. These speculative remarks aside, my conclu- 
ions are leveled at a lower plane. 

Whether or not the method of balances is, at best, inherently waste- 
ful, there is vast room for improvement before this “best” can be at- 
tained in the economies of the Soviet bloc. It is clear that achievement 
of the things the planners strive for, such as better technological norms, 
standardization, faster and more exact materials-accounting procedures 
at the plant level, and more efficient processing of data at intermediate 
levels, must help to overcome some of the present weaknesses of the 

lanning process. 

For the purpose of improving the coordination of the plans, the So- 
viets may have much to gain from the studies of input-output program- 
ming being conducted at present by their own theoreticians. Even if 
they do not find it practicable to invert a matrix of coefficients with 
electronic machines within Gosplan—possibly because not all the co- 
efficients can be brought together in one place—they may learn from 
studying their tableaux économiques how to devise a scheme of ad- 
ministrative iteration which will invert the matrix without shedding 
along the way any of the significant interdependences that link to- 
gether the different sectors of the economy. If, moreover, the Communist 
planners, by resort to some form of linear programming, can contrive to 

” Walter Eucken, in his illuminating analysis of German wartime planning [12], sup- 
plied an unequivocal answer to our questions—‘“it cannot be done.” Another West Ger- 
man economist, K. P. Hensel, argues that surpluses and deficits in the balances do give 


a sufficiently exact measure of relative scarcities [19, p. 134]. Hensel’s contentions on this 
point are refuted by Hirsch [20, pp. 25-26]. 
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find more economical input-mixes to achieve their goals, they will be 
tapping a new potential for increased power and growth. 
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COMPETITION AND GROWTH: THE LESSON 
OF WEST GERMANY 


By Econ SonMEN* 


Modern economists have not been inclined to deal kindly with the 
policies promoted by 19th century economic liberalism. Many of the 
theoretical refinements developed during the first half of the 20th cen- 
tury were prompted by persuasive empirical evidence that economies in 
the real world did not operate as smoothly as the deceptive harmony of 
the abstract model of general equilibrium under perfect competition 
suggested. 

The criticism of laissez-faire policies can be classified under four 
broad headings. (1) The free play of market forces can lead to optimal 
resource allocation in the Paretian sense only if production and utility 
functions fulfill a number of apparently highly restrictive conditions 
[15] [3]. (2) Quite apart from these restrictions imposed by nature, 
as it were, the free pursuit of maximum private gain induces indepen- 
dent decision-making units to seek coordination of economic action and 
can lead to a vast variety of market imperfections. (3) A free-enterprise 
economy may fail to guarantee full employment of all usable resources. 
Although the causes of underemployment can always be traced back 
to phenomena of the kind listed under the first two headings, under- 
utilization is sufficiently distinct from misallocation of fully employed 
resources to have prompted the creation of an entirely different set of 
analytical tools. (4) Even if all resources were fully and efficiently em- 
ployed, the distribution of income among the members of the commu- 
nity would leave unsettled an additional dimension of political decisions 
which the market mechanism is constitutionally incapable of solving. 

Awareness of this multitude of obstacles to the realization of an op- 
timum solution through the free market, even when the price mecha- 
nism is modified and mollified by discretionary governmental action on 
various fronts, often results in a state of only thinly disguised bewilder- 
ment in an economist’s mind when he is called upon to give concrete 
policy advice. Mere theorizing cannot hope to dispel the uncertainty 
that surrounds the issue whether or not a determined attempt to make 
an economy more competitive is worth the effort. It is therefore worth 


* Tig author is assistant professor of economics at Yale University. He is indebted to 
Bela Balassa and J. M. Montias for their incisive comments. 
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while to appraise the experience of countries whose governments have, 
for better or for worse, undertaken such an attempt. 

The postwar reforms in West Germany stand out as one of the most 
ambitious efforts in this direction. The details of the reforms are known 
to U.S. readers from H. C. Wallich’s comprehensive survey [34]. The 
most important measures were the currency reform of June 1948, the 
abolition of all but a small residual of rationing and price controls im- 
mediately after the currency reform, and the Allied ordinances of 1947 
prohibiting cartel agreements and providing for the breakup of the 
largest combines in the German steel, coal and chemical industries and 
in commercial banking.’ 


I. West Germany’s Recovery 


The West German index of industrial production indicates the rapid 
pace of economic growth. It rose by about 46 per cent in the six months 
following the monetary reform of 1948. The production index for 1949 
stood at 143 per cent of 1948. The index increased by 26, 18, 7, 10, 12, 
14, 8, 6, and 3 per cent in the following years.” It cannot be claimed that 


*For details of the currency reform, see Wallich [34, Ch. 4]. The deconcentration laws 
are described in a British government publication [27, Ch. 4]. 

The objectives of the deconcentration measures have changed over time. The Allies 
regarded the large German combines as one of the hotbeds of Nazi Germany’s aggressive 
foreign policy, and their breakup was originally intended to help prevent the recurrence 
of German aggression rather than to promote more efficient resource allocation. The same 
policies were later continued primarily with the latter aim in mind, Cynics observed that 
trust-busting was apparently such a fundamental principle of American occupation policy 
that it was equally applicable whether the intention was to strengthen or to weaken the 
German economy [34, p. 384]. 

An institution hardly conceivable for Americans was the licensing system found in most 
countries of prewar Central Europe, including Germany. The establishment of every 
independent enterprise, regardless of size, required a license that was granted only when 
the guild concerned, in other words, the applicant’s potential competitors, felt that the entry 
of an additional competitor was “justified” by market conditions. The U.S. occupation 
authorities abolished this system in 1948 for the American sector. After intense lobbying 
by small-business pressure groups, a partial restoration of the old order took place in the 
early 1950's. 

An interesting feature of the West German economy carried over from the Nazi era is 
government ownership of a few strategically important companies in the steel industry 
and scattered holdings in other sectors, such as the well-known Volkswagen works. Price 
leadership by a nationalized enterprise may serve as an important competitive element 
in an oligopolistic market, while the danger of sclerosis in industrial management by gov- 
ernment bureaucrats is more easily avoided if the firm is embedded in a free-enterprise 
industry. The West German government is, however, in the process of divesting itself 
of most of its industrial holdings. 

?[23]. The West German production index is based on value added and comprises 
approximately 60 per cent of the gross national product. The weights for the years up 
to 1950 are the prices of 1936. For later years, 1950 weights are used. Comparisons with 
prewar years always refer to the contribution of the present territory of the German 
Federal Republic. The reliability of the production figures for the years prior to 1950, 
and especially before 1948, is subject to doubt. During the first two quarters of 1959, 
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West Germany has, after the few postwar years of relative stagnation, 
merely been catching up with its neighbors since 1948. This argument 
is refuted by a comparison with prewar years. As early as 1951, West 
Germany had “caught up” with Britain in terms of the cumulative rate 
of increase since 1938 of the gross national product at constant prices. 
By 1956, this index had passed that of every other country in Western 
Europe.* 

The growth rate of the Soviet economy appears not to have exceeded 
that of West Germany after the second world war. D. R. Hodgman’s 
index of Soviet industrial production, computed on the basis of 1934 
weights, shows an increase by 68 per cent from 1950 to 1955.* The 
official Soviet index claims a rise in industrial production by 85 per cent 
for this period.’ The West German index of industrial production in- 
creased by 78 per cent from 1950 to 1955. 

U.S. aid was an important factor in the German recovery. West Ger- 
many has, however, received a smaller amount of aid than the United 
Kingdom and France.’ Dismantling took away part of what U.S. as- 
sistance gave during the first years after the end of the war.’ Although 
West Germany did not have to support a military establiskment of her 
own, her contributions toward the support of the Allied occupation 
forces did not absorb a materially smaller share of her national income 


industrial production was 4.8 per cent above that in the first two quarters of 1958 [24, 
July 1959, p. 339]. 

*[19, July 1958, p. 95]. The prewar indices for West Germany listed in the source refer 
to 1936. To permit international comparability, the index has been raised by 23 per 
cent, the relevant German growth rate between 1936 and 1938. It has been obtained from 
[16, p. 600]. National product series are available only for the territory of the German 
Reich within the borders of 1937, not for the present territory of the German Federal 
Republic, and only for net instead of gross national product. The discrepancies between 
growth rates should be negligible. 

It is also worth pointing out that mass unemployment persisted in the United Kingdom 
and most other European countries in 1938 while the German economy was running full 
blast. Germany’s growth potential since 1938 was therefore considerably smaller. 

With the advantage of hindsight, Thomas Balogh’s gloomy predictions make interesting 
reading now [1]. So does Wilhelm Répke’s booklet [20], written in the same year, a re- 
markably prophetic statement of the opposite school of thought. 

*Hodgman’s index [10] has been extended to 1955 by the staff of the Joint Economic 
Committee of the United States Congress [12, p. 24]. 

*The construction of the official Soviet index is open to serious objections since it is 
not based on value added, but on gross output of industry, and therefore tends to over- 
state growth during a period of increasing industrial specialization. The Soviet index now 
uses 1952 weights. 

*From 1946 to 1956, U.S. governmental nomilitary grants and long-term loans to the 
three countries were as follows (in billion dollars): France, 5.5; Germany 3.9; United 
Kingdom, 6.8 [31, pp. 124-27]. 

‘ *The losses from dismantling have been estimated at approximately $500 million 
34, p. 370]. 
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than defense expenditures in other European countries at this time.* 

Two important handicaps for West Germany deserve to be empha- 
sized. One is the unfavorable age composition of her population, a re- 
sult of the casualties of the second world war. Another was the oblitera- 
tion of a large part of many German cities through bombing during the 
war. The provision of adequate housing both for West Germany’s orig- 
inal population and the 10 million refugees absorbed a major propor- 
tion of the country’s resources for a type of investment whose low pay- 
off in terms of current production is well known.’ 

West Germany’s impressive recovery took place under policies that 
were in many respects the direct antithesis of post-Keynesian prescrip- 
tions for rapid economic growth. Few other countries have pursued a 
hard-money policy with similar determination. Although prices initially 
rose sharply after the lifting of controls in 1948, the price level has 
been almost constant from 1951 to 1957.*° 

Particularly remarkable was the virtual renunciation of fiscal policy 
as an anticyclical device. The Minister of Finance during the recovery 
period, Fritz Schaffer, remained unflinchingly devoted to the principle 
of a balanced budget. The West German authorities made considerable, 
and highly successful, use of tax legislation in order to spur capital 
formation. These measures cannot, however, be classified as functional 
finance. Their intention was not a rise in aggregate demand, but an in- 
crease in private investment, cancelled by a reduction of consumption 
by the same amount. The unwillingness to use fiscal policy for the pur- 
pose which many cconomists are inclined to consider as one of its most 

*From 1950 to 1955, occupation costs amounted to an average of 5.8 per cent of the 
gross national product in West Germany. The share of defense expenditures in the gross 
national product of the United Kingdom, one of the countries with the most intense 
defense effort, was 8.1 per cent for the same period [19, July 1958, pp. 104, 116]. 

* During the years 1950-1956, West Germany devoted an average of 6.5 per cent of her 
gross national product to the construction of dwellings, the highest ratio of any European 
country [23, 1957, p. 257]. In the United Kingdom, for example, the value of new housing 
represented 3 per cent of gross national product from 1955 to 1957 [28, 1958, p. 166]. 
Detailed figures for earlier years are not given in the source, but the total value of new 
construction during these years suggests that the proportion of GNP devoted to the con- 
struction of dwellings was, if anything, lower. 

(34, Ch. 4] [4]. From a level of 91, the wholesale price index of industrial products 
rose to 104 during the six months following the currency reform of June 1948 (1949 = 100). 
It fell gradually to 96 in June 1950. The outbreak of the Korean war in that month 
reversed the trend. The index reached a maximum of 124 in December 1951 and remained 
at or below that level until 1958. The movement of the cost-of-living index closely paralleled 
that of the wholesale price index of industrial products. Its rise between 1951 and 1958 
was a fraction higher owing to the rise in the wholesale price index of agricultural produce 
by about 12 per cent during this period [23, 1952-1957]. 

A recent interview in which Hjalmar Schacht denounces the West German government 
for its inflationary policies provides an amusing footnote to history. Der Spiegel, October 8, 
1958, pp. 20-31. 
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important functions left monetary policy in virtually exclusive control 
of the regulation of aggregate demand. Relying on the traditional tools, 
monetary policy performed its task smoothly and effectively. Modern 
monetary theory owes us an explanation of why it did.” 

The high rate of unemployment during the first few years after the 
currency reform cannot be cited as evidence that the Bank Deutscher 
Lander did not, or could not, pursue effective anticyclical policy. The 
unemployment that occured then was almost exclusively of the struc- 
tural variety. A population of only 40 million people had to absorb an 
inflow of 10 million refugees from the East. The destruction of cities 
and of a large proportion of the country’s industrial assets made it ex- 
tremely difficult to provide the refugee labor force with housing in the 
areas of labor shortage and with the equipment that would suit indi- 
vidual skills.** More surprising than the existence of an unemployment 
problem during the early years of recovery is the fact it vanished after 
a few years. The constancy of the employment level precisely during 
those years when West Germany’s national product was rising most 
rapidly also illustrates how relatively unimportant for the level of pro- 
duction full employment of the labor force may occasionally be as com- 
pared to its efficient allocation.”* 


™ A remark by J. K. Galbraith on 19th century central banking reflects the widespread 
disdain for orthodox monetary policy : “Such was the charm of this policy that this affection 
was easily translated into claims for its effectiveness which, in fact, did invade the super- 
natural. Monetary policy was graced by effects not only mysterious but magical” [6, p. 228]. 

* The average rate of unemployment as a percentage of the available labor force developed 
as follows (beginning with 1948): 4.2, 8.3, 10.2, 9.0, 8.5, 7.5, 7.0, 5.1, 4.0, 3.4, 3.4. The 
structural nature of unemployment during the early years of recovery is clearly revealed by 
the regional differences. In December 1950 when unemployment reached its peak, the rate of 
unemployment was 26.3 per cent in Schleswig-Holstein, a predominantly rural state whose 
dwellings had suffered comparatively little destruction and which had therefore absorbed a 
large percentage of the refugee population, and only 4.6 per cent in North Rhine-Westphalia, 
the largest state in the federation with 28 per cent of the total population. The former 
state of Wiirttemberg-Hohenzollern showed an unemployment rate of only 3.5 per cent. The 
Ruhr industries experienced a labor shortage [24, 1951, p. 10*]. Additional evidence is the 
rise in the West German employment index by 36 per cent from 1950 to 1957, when most 
of the necessary long-run adjustments had taken place. 

* The average employment level remained unchanged from 1948 to 1949 while the index 
of industrial production rose by 43 per cent. In 1950, employment increased by 2.8 per cent 
while industrial production rose by 26 per cent. A major reallocation of the labor force took 
place, however, reflected in the rise of employment in manufacturing industries by 7 per 
cent from 1948 to 1949 and by 6 per cent in 1950 [24, 1949-1951]. It must not be over- 
looked, of course, that a much higher growth rate was to be expected during the period 
of postwar reconstruction than in normal peacetime years. Those who argue that there 
was nothing exceptional about the rapid growth rates in 1948 and immediately thereafter 
because recovery “really” got under way only then should not overstate their case, how- 
ever, for they invite the fundamental question why there should not have been any 
reconstruction to speak of during the three preceding years of relatively full employ- 
ment. 
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II. Currently Popular Explanations of the Recovery 


The explanation of the “German miracle” on the basis of the vigorous 
competition that characterized the West German economy and the re- 
liance on stiff interest rates rather than on qualitative controls in the 
allocation of investment has not been the most popular one. Factors 
that have been cited more often are German enthusiasm for hard work, 
the docility of German workers and the weakness of German unions 
that made a low wage level possible. Low wages supposedly held pri- 
vate consumption down and permitted a high rate of investment. Al- 
though particularly popular among post-Keynesians,* these arguments 
are somewhat incongruous with post-Keynesian doctrine. The proposi- 
tion that one has only to reduce consumption in order to stimulate in- 
vestment involves an inadvertent acceptance of Say’s Law. It would be 
more consistent with post-Keynesian ideas to argue the opposite, that a 
reduction of consumer demand must depress the volume of investment, 
especially if credit is tight and the price level is stable. This was indeed 
one of the principal fears of Erhard’s post-Keynesian critics during the 
early stage of the experiment [1] [17] [33]. 

Closer inspection reveals, moreover, that the facts hardly match the 
implied popular conception of West Germany as a country in which big 
business domineers over labor relations. In 1951, the union movement 
secured passage of the Law on Codetermination. This law stipulated 
that half of the members of the boards of directors of all companies in 
the coal and steel industries were to be delegates of the workers and the 
union movement. The workers in these industries were also given rep- 
resentation in management through the election from their ranks of 
vice presidents for industrial relations. The Works Constitution Law of 
1952 provided that one-third of the boards of directors of all companies 
in other industries was to be composed of workers’ delegates [34, Ch. 
10] [5]. Would American unions succeed if, contrary to fact, they were 
interested in lobbying for the adoption by Congress of a law of this 
kind? 

It is true that unions did not press with similar determination for 
higher wages during the early years of recovery. U.S. observers, accus- 
tomed as they are to seeing unions essentially as business organizations 
with relatively limited objectives, are prone to mistake self-restraint in 
matters of wage policy, a result of the political composition of the West 
German trade union council, for weakness. 

Equally mistaken is the usual conclusion that wages did not rise as a 
result of the moderation of West German unions. During the six months 
following the currency reform of June 1948, the index of hourly wages 


“ For example, A. H. Hansen [7, p. 15]. 
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in industry rose by 15 per cent. During 1949 and 1950 the rates of in- 
crease were 8.5 and 10 per cent, respectively. The index of hourly 
wages increased by 68 per cent from 1950 to 1957. The comparable 
index for the United Kingdom, a country with a supposedly more pow- 
erful labor movement, increased by slightly less. The increase in British 
real wage rates was, of course, only a fraction of that observed in West 
Germany. The British cost-of-living index rose by 42 per cent from 
1950 to 1957, as compared to a rise by 14 per cent of the West German 
cost-of-living index. A comparison with prewar figures shows that the 
index of real hourly wage rates in West Germany in 1957 was 52 per 
cent higher than in 1938, while its British equivalent had increased by 
only 21 per cent [19]. 

During the early years of the German recovery, the share of wages 
and salaries in the national income fell slightly below the level of some 
of the years before the war. The explanation is hardly that real wages 
were falling, as has usually been taken for granted. It is rather that the 
national product, the denominator of the proportion, rose too fast to 
permit wages and salaries, always one of the less flexible economic vari- 
ables, to follow with equal speed. Moreover, the share of wage-and- 
salary earners in West Germany’s national income rose continuously 
from 1951 on [23]. Computations by the U.N. Economic Commission 
for Europe show that in 1955 the share of wages and salaries in West 
Germany’s national income at factor cost (63.6 per cent) was the sec- 
ond highest in Western Europe [30, 1955, p. VIII-3].*° 

Although the rate of capital formation was higher than in most 
Western countries, consumption was not unusually low in West Ger- 
many by prewar German standards. In 1949, the proportion of the 
gross national product devoted to private consumption was 65.2 per 
cent; in 1950, 63.6 per cent, as compared to 62.2 per cent in 1936. 
Only after 1950 did it fall to about 59 per cent [23]. During the years 
1950-1957, gross domestic fixed capital formation amounted to an aver- 
age of 20.5 per cent of West Germany’s gross national product, as com- 
pared to an average of 28 per cent for Norway, for example. During 
the same years, West Germany achieved an average growth rate of the 
real gross national product of almost 8 per cent, compared to 3 per cent 
for Norway [18] [19, July 1958]. 

Another comparison between the United Kingdom and West Ger- 

“The discussion refers to income before taxes. It is usually believed that the German 
tax structure is regressive by international standards. We cannot enter into a detailed inves- 
tigation here. The income tax schedule is less progressive in West Germany than in the 
United Kingdom, for example [30, 1956, pp. ix-18-24]. Britain’s reputation as the country 
with the most highly progressive tax system is not borne out so well by the share of direct 
taxes in total tax revenue. The average proportion of direct taxes for the years 1953-57 was 
50 per cent, as compared to a share of 47 per cent in West Germany and more than 80 


per cent in the United States. In France, direct taxes accounted for only 28 per cent of the 
tax bill during the same years [29, 1957, p. 511]. 
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many yields a striking result. O.E.E.C. computations show that the in- 
crease in real per capita private consumption between 1938 and 1957 
was 25 per cent for West Germany and only 7 per cent for the United 
Kingdom.”* This comparison is all the more remarkable in view of the 
fact that the inflow of refugees increased the population of West Ger- 
many by 25 per cent while the population of the United Kingdom rose 
by only 8 per cent during this period.” 

As an explanation of Britain’s slow rate of growth, one frequently 
encounters the argument that her extensive social security program 
dragged on her resources. The West German economy, it is sometimes 
believed, did not have to carry a comparable burden. But the exact 
opposite is true. When the aggregate value of welfare services is com- 
pared with national income at factor cost, we find that during 1953 it 
amounted to 16 per cent of the latter in West Germany and to only 12 
per cent in the United Kingdom.”* Only the fact that the German social 
security system was initiated as far back as 1881 and has been gradu- 
ally expanded without fanfare ever since whereas many British social 
security services were created from scratch at the end of the war can 
explain the popular conception of Britain as a more highly developed 
welfare state. 


III. The Case for Competition—a Relic of the Past? 


Monocausal explanations of unusual phenomena are always suspect, 
and rightly so. With all due respect to all other factors, biological, 


*1[19, July 1958, p. 96]. The prewar index figure given for West Germany refers to 1936. 
It has been raised by 15 per cent to account for the increase in per capita consumption that 
took place between 1936 and 1938. See footnote 3 for the adjustment procedure. 

(23, 1957] [28, 1957]. The age composition of refugees was not significantly different 
from that of the resident population. In 1950, the percentage of males between the ages of 
20 and 45 among the resident refugee population was approximately 16.7 in 1950, compared 
to 16.1 for the total population of West Germany [23, 1957, p. 42]. 

* (25, Ch. 12] [28, 1957, p. 50]. For the purposes of this comparison, the following items 
were included in the German figure (in billions of Deutsche Mark): medical insurance 
benefits, 3.3; accident insurance benefits, .8; old age pensions, 6.2; unemployment insurance 
benefits, .9; unemployment relief, 1.0; general relief, 1.1; war victims pensions, 2.5; tran- 
sitional aid to refugees under the Law of Equalization of Burdens of 1952, 1.7. The total 
of DM 17.5 billions does not include a figure of .7 billion of pensions to former civil service 
personnel among the refugees. 

The British figure includes the following (all figures in million £): payments to 
individuals under the British national insurance schemes, 495 (this includes retirement pen- 
sions, sickness and maternity benefits, death grants, unemployment benefits and industrial 
injuries benefits); noncontributory old age pensions, 24.3; national assistance, 129.8; war 
and service disability pensions, 82.2; family allowances, 93.1; industrial rehabilitation 
grants, 2.8; nutrition services, 80.1; scholarships, 40; grants for child care, 18; contributions 
under the National Health Service and other health services, 490.1. The aggregate figure 
for fiscal 1953 amounts to £1,456 million. 

There is a significant difference between the methods of financing medical services. The 
British National Health Service is financed fully out of general tax receipts. Compulsory 
medical insurance in Germany is administered on a strictly actuarial basis. In this respect, 
the German social security system is more regressive than the British scheme. 
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sociological and metaphysical, the conclusion is nevertheless inescap- 
able that only more efficient resource allocation can explain the differ- 
ence between West Germany’s rate of growth and that of other coun- 
tries in a comparable state of development. Nobody in his right mind 
would claim that the West German economy is even close to perfect 
competition. The same variety of different forms of market structure 
can be found there which we are used to observing in all other advanced 
industrial countries. But the postwar German experience seems to sug- 
gest that it is feasible to intensify competition sufficiently to make an 
economy perform markedly better than under alternative forms of 
social organization [9, pp. 92-106]. It is often held that enforcement 
of competition through prohibition of cartel agreements and the break- 
up of large combines can never be effective. If that were true, it would 
be hard to understand why German industrialists have fought so bit- 
terly, and unfortunately with some measure of success, for the repeal 
of the Allied ordinances. 

The hypothesis that the attempt at strengthening competition de- 
serves principal credit is here advanced with all due caution, but the evi- 
dence in its favor seems overwhelming. Of the world’s leading countries, 
only the Soviet Union and Japan*® have shown a comparable growth 
rate. It should be remembered that the Soviet economy is still on a 
level of development at which growth rates have been typically higher 
also for capitalist countries. In addition, Soviet engineers now have at 
their disposal all the accumulated technological knowledge which more 
advanced countries had to acquire on their own. Finally, among eco- 
nomies with the same rate of growth, a widely, though apparently not 
universally, held value judgment would prefer the one in which govern- 
mental compulsion is least. 

Apart from the internal measures that have been described above, 
West Germany’s liberal trade policies have undoubtedly been a major 
factor contributing towards active competition. Economists who exhibit 
pessimism concerning the feasibility of effective measures for curbing 
market imperfections often overlook the possibility of removing bar- 
riers to foreign trade, by far the simplest and most effective method 
(although possibly a politically strenuous one) of increasing the number 
of competitors in a monopolistic or oligopolistic industry. This factor 
is quite independent of the improvement in the allocation of the world’s 
resources that results from international specialization. 

In this connection, it is worth emphasizing one of the principal ad- 
vantages of monetary stability that is consistently overlooked. In no 


* Japan’s economic policy since 1949 has been based on the same general principles as 
West Germany’s. See footnote 32 below. 
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small measure, West Germany’s stable price level since 1951 saved the 
country from the foreign-exchange difficulties that confronted most of 
the rest of the world. As a result, the authorities did not have to impose 
the severe restrictions on foreign trade which had to be applied else- 
where. The gains from intensive participation in international trade 
were certainly among the major causes of West Germany’s rapid 
growth. It is one of the most remarkable aspects of the German recov- 
ery, on the other hand, that the wounds inflicted by the war were hardly 
healed when the country was able to assume, without visible strain, 
what is probably the highest per capita surplus on current account in 
the world today.” 

The American economy has in recent years been developing at a 
disappointingly slow rate. Even before the latest recession set in, the 
Federal Reserve index of industrial production had risen by a mere 7 
per cent from 1953 to 1957. Economists who argue that a determined 
effort at strengthening competition is a necessary first step toward 
improving matters are a relatively small minority. The advocacy, in- 
stead, of expansionary monetary and fiscal measures, possibly combined 
with direct controls of various sorts, finds a considerably larger number 
of supporters. One may well favor a high rate of economic growth with- 
out endorsing the view that a rise in the general price level is an in- 
evitable by-product of, or perhaps even a necessary condition for, 
economic expansion and should be little or no cause for concern.” Judg- 
ing from postwar experience, one can argue convincingly that an at- 
tempt merely at an expansion of effective demand without simultaneous 
reforms affecting market structure may perhaps bring about full em- 
ployment or even a labor shortage, together with a rise in prices, but 
will increase the volume of real output little or not at all. 

An examination of price and production data for different countries 

West Germany’s gold and foreign-exchange reserves increased from $270 million at the 
end of 1950 to $6.3 billion at the end of 1958. The average surplus on current account from 
1951 to 1958 amounted to approximately 3.3 per cent of the gross national product, com- 
pared to an average of .5 per cent for the United States for the same years (excluding 
military supplies). Even during the height of U.S. economic aid to Europe, the 1946-50 
average for the United States was a mere 1.7 per cent [23] [32]. 

The West German government has, in fact, been frequently criticized for permitting the 
country’s huge export surplus. But should not a substantial export surplus be the normal 
state of affairs for a highly industrialized and prosperous country, and is not rather its 
absence in other similarly developed countries a matter for concern? The objections to West 
Germany’s export surplus would be understandable in the unemployment wonderland of the 
1930’s, but they are hardly so in the world of inflationary exuberance that has been the rule 
during the past 15 years. It may be true that the form in which the surplus has been 


financed (largely through accumulation of gold and short-term claims) is not the best 
possible one, but this is an aspect of secondary importance. 


™ “Creeping inflation is a necessary cost of achieving a steadier growth of production and 
employment” [21, p. 28]. 
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E ‘ . shows that no positive correlation can be detected between growth 
7. rates of real output and rates of increase in the price level. Table 1 


: ranks the O.E.E.C. countries, the United States and Canada according 
Si to rates of growth and also shows the development of prices in these _ 
countries for the same years.” i 
The almost universally observable qualitative deterioration of private 
2 investment during times of inflationary pressure seems to be sufficiently 


TaBLE 1—RATEs OF GROWTH AND INCREASE IN Prices, OEEC : 
Countries, UniTeED STATES AND CANADA 


Average Annual Rate of | Average Annual Increase 
C Growth of Real Gross in the Implicit GNP 
ary National Product Price Deflator, 
1952-1956 1952-1956 
West Germany 7.8 1.3 
Greece 10.0 
Austria 6.7 2.0 
Netherlands 6.0 1.9 
Italy 5.7 | 
Switzerland 5.4 
O.E.E.C. 4.7 2.4 
Canada 4.5 1.5 
Portugal 4.5 0 
France 4.1 1.9 
Sweden 3.7 1.9 
Turkey 3.7 10.0 
United States 3.3 4:5 
Belgium 3.2 
Norway 3.2 3.3 
p United Kingdom 3.2 3.3 
if Denmark $3 3.3 
Ireland an 2.9 
: Source: O.E.E.C. [19, July 1958]. 


- important to outweigh before long whatever stimulating effects a price 
rise may have in the very short run. The exclusive preoccupation of 
macroeconometricians with aggregate components of effective demand 
to the complete neglect of their qualitative composition has undoubtedly 
led to some of the more costly fallacies in current economic analysis. 


| ‘— Is there any scope for intensifying competitive pressure in the 
; = * Several periods have been tried, but the general result was the same. The period 1952-56 
on has been selected in order to meet the legitimate point that the immediate postwar years 


and the period following the outbreak of the Korean war were too disturbed by extraneous 
factors to permit meaningful comparisons. At the time of writing, 1956 was the latest year 
for which national income data were available for all the countries. Needless to say, the 
reliability of the data varies considerably from country to country. The GNP deflator was 
used as the measure of price change that is least dependent on movements of world market 
prices. 
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American economy as an alternative remedy? In contrast to the situa- 
tion in prewar Germany and most other European countries, American 
legal doctrine has been presumed to hold agreements in restraint of 
competition illegal. There are important exceptions, however. The Na- 
tional Industrial Recovery Act of 1933 was the most notorious, though 
short-lived, expression of a different school of thought. This school has 
subsequently reasserted itself in pieces of legislation such as the Robin- 
son-Patman Act or the fair-trade laws at the state level. The practices 
of the Texas Railroad Commission and the encouragement of “volun- 
tary” (and occasionally mandatory) restrictions of oil imports by the 
federal government fly in the face of every notion of competitive be- 
havior. So does federal legislation in the agricultural sector. Oligopoly 
rules sovereign in some of the most important American industries. 
Comfortable tariffs and the imponderabilia of United States customs 
procedures protect many imperfect markets from exposure to the more 
com )etitive world market. 

A majority in our profession has usually received proposals for a 
breakup of the giants of American industry into smaller, more competi- 
tive units with little more than amused sympathy for the quaintness 
of the idea. Not only are such proposals regarded as politically un- 
feasible, but it is also often feared that significant economies of scale 
would be lost. The pessimists may be right on the first point, but per- 
haps largely because the apathy of public opinion has long been condi- 
tioned by their pessimism. The second point has also been a favorite 
among German industrialists in their years of agitation for permission 
to reunite the shattered giants. West German production figures would 
rather suggest that German industries were doing exceptionally well 
under the alleged handicap of deconcentration. It will be interesting 
to see whether the current West German merger movement will increase 
productivity as much as the advocates of bigness want us to believe it 
will. Preliminary evidence does not favor their side. 

Can labor relations in West Germany serve as a guide for other 
countries? We have argued above that the alleged weakness of German 
unions is contradicted by their legislative successes, although it can- 
not be disputed that unions did not bargain for higher wages with quite 
as much determination as they did in other Western countries. What- 
ever the reason—and the result would have been the same had it indeed 
been weakness—the figures quoted earlier on the evolution of German 
wages and the share of wage-and-salary earners in the national income 
suggest that German workers fared singularly well. 

Is there a convincing reason to defend monopoly power of labor un- 
ions if a determined attempt at enforcing competition is made in all 
other markets? Is it believed that the redistribution of incomes that is 
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expected to follow from collective bargaining is achieved more justly 
and more effortlessly in this way than through more progressive taxation 
of incomes and wealth? The subject is laden with emotion, and even 
in posing these questions, I become acutely aware of the fact that 
“questioning the virtues of the organized labor movement is like 
attacking religion, monogamy, motherhood, or the home” [22, p. 1]. 
A thoroughgoing re-examination of the economic role of unions in a 
full-employment economy is long overdue. An impartial appraisal 
might well reveal that some of their most basic functions which few 
people are as yet prepared to challenge are, at best, superfluous and 
could be more efficiently performed by government agencies, or at 
worst, that they are positively harmful. To accomodate union pressure 
by permitting creeping inflation does not seem to help matters.” The 
race between prices and wages has, in addition, frequently resulted in 
a decline of the share of wage earners in the national product, defeat- 
ing one of the principal objectives of union strength. “Forced saving” 
by depressing the real income of the labor force through a rise in 
prices has, in fact, been seriously advocated as a means of accelerating 
capital formation.* 


IV. Recent Trends in West Germany 


If my basic theory is correct, present trends in West Germany are 
not encouraging. The early 1950’s were years of bitter controversy 
between representatives of industry, who favored a replacement of the 
blanket prohibition of cartels under the postwar Allied decrees by as 
complete a restoration as possible of the legal situation before the war, 
and Minister of Economic Affairs Ludwig Erhard and his small but 
politically influential group of followers. In July 1957, the st-uggle 
ended with a compromise. The Bundestag passed what was ostensibly 
an anticartel law. The cartel authority set up to implement the new 
legislation was given discretionary powers, however, to grant dispen- 
sation from the ban on restraints of trade whenever it was satisfied that 
a restrictive agreement was in the best interest of the economy as a 
whole. It stands to reason that the instructions provided by a law of 
this kind must necessarily be so general that the competitive climate 
will be largely conditioned by the personal convictions of the adminis- 


* See Table 1 above. 

“For a history of the forced-saving doctrine, see Hayek [8, pp. 18-25]. Various Latin 
American governments have attempted to apply the doctrine [35, pp. 28-29]. Available 
statistical data indicate that, while the share of the lower-income groups may usually have 
fallen slightly during inflationary periods, inflation has not often served to accelerate the 
formation of capital, and certainly not the formation of the type of capital that would con- 
tribute towards a rapid growth of output. The Latin American experience is especially 
illuminating. 
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trators of the cartel authority. One suspects also that it must be exceed- 
ingly difficult to decide whether a new cartel whose case is pending will 
be more or less harmful than others for which permission was previ- 
ously granted, and that the absence of visibly “criminal” provisions in 
the typical cartel agreement will make it more difficult for a lawyer’s 
aind to justify the denial of permission than to justify the acquiescence 
of the authorities.” 

Another disconcerting development is the massive merger movement 
that is now taking place. When the country was granted full soveignty 
by the Western powers in 1955, the West German government pledged 
itself to continue the deconcentration measures inaugurated under the 
occupation regime. The Allies conceded, however, that deconcentration 
had gone too far in a few instances and expressed agreement with West 
German proposals for permitting partial reconcentration. The banking 
system was one of the sectors whose reconcentration was envisaged. 

The mergers that have recently taken place go beyond this under- 
standing. The acquisition of the Bochumer Verein, one of the largest 
steel producers in the Ruhr, by the Krupp interests in violation of a 
binding commitment has been widely publicized.” It is only one example 
illustrating the general trend. The mergers of commercial banks also 
have wider significance than meets the eye.” Unlike banks in the 
Anglo-Saxon countries, German commercial banks have traditionally 
held a substantial proportion of their assets in the form of equities. 
Their holdings often amounted to a controlling interest in the companies 
concerned. One of the principal consequences of the Allied program of 
deconcentration has undoubtedly been a greater diversification of the 
portfolios of commerical banks and less likelihood that a bank could 
acquire control over a whole industry. Reconcentration of banks can 
be expected to carry with it an increase in the degree of integration of 
West German industries that is none the less effective because it es- 
capes the eye of the public. 

Not enough time has evolved to appraise the economic consequences 
of the reduction in competitive pressure. The rate of growth of indus- 
trial production during 1958 was 3 per cent, only half the next lowest 
growth rate in any year since the currency reform. Clear inferences 


* “Bonn’s Elastic Cartel Law,” The Economist, July 20, 1957, p. 277. 

* New York Times, January 7 and 11, 1959. 

* After the war, the Allies broke up the “Big Three” of the German commercial banking 
system into 30 independent units. West Germany was subdivided into 10 banking districts 
and no bank was allowed to establish branch offices outside its own district. In 1952 the 
occupation authorities conceded a reduction in the number of banking districts to 3 and a 
merger of the 30 successor banks into only 9 independent units. A law of December 24, 1956 
eliminated the restrictions on chain-banking and removed the legal barriers to further bank 
mergers. In May 1957, the “Big Three” were re-established [26]. 
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are difficult since it can be argued that the lower rate of growth is 
largely due to the latest U. S. recession and to the reduction in the 
work week in most sectors during 1958.”**° 


V. Concluding Remarks 


We may tend to smugness about the progress economics has made 
during the past few decades. If performance in the real world is a 
criterion, the success of a country whose government has systemati- 
cally disregarded some of the most widely accepted doctrines of recent 
vintage should give us pause. We have had several occasions to con- 
trast West Germany with the United Kingdom and the Scandinavian 
countries—the latter countries the cradles of many of these doctrines 
and countries where they have guided public policy during most 
of the postwar era. None of the underdeveloped countries that have 
followed the recommendations of policy ad. sors steeped in post- 
Keynesian analysis can honestly claim a satisfactory rate of growth.” 
The disappointing results of the Indian experiment are legitimate cause 
for alarm, although they have as yet prompted few other countries in 
Southeast Asia to abandon India’s leadership in matters of economic 
policy.** 

The example of West Germany, on the other hand, is not the only 
one that speaks for the abandonment of unqualified post-Keynesian- 
ism. After years of inflation, Japan undertook a thoroughgoing program 


* The impact of the U.S. recession is difficult to appraise. West German exports for 1958 
were, in fact, 3 per cent above the 1957 level (both value and volume), but the rate of 
increase was considerably below that of previous years. The value of imports, on the other 
hand, fell by 1.8 per cent while their volume increased by 7 per cent. The rate of unem- 
ployment remained unchanged during 1958. [24, January 1959]. 

* The implicit GNP price deflator (based on preliminary figures) rose by 3.2 per cent 
during 1958. The rise in the price indices for wholesale and resale trade was less marked 
owing to the favorable development in West Germany’s terms of trade. The sharp rise in the 
stock market index (54 per cent) during this year of comparative lull would normally also 
have to be interpreted as a disturbing development. Much of it was, however, due to the 
substantial reduction in the corporate income tax rate. It is therefore difficult to evaluate the 
effect of increased monopoly power (or its anticipation) on the stock market index 
[24, Jan. 1959]. As this article goes into print, the bull market continues. At mid-1959, 
the stock market index had more than doubled compared to its level in early 1958. This 
unprecedented increase is seen in proper perspective when it is remembered that the index 
had remained virtually constant from 1955 to 1957. 

* The use of the term “post-Keynesian” rather than “Keynesian” throughout this essay 
was prompted by my conviction that Keynes would not have been too eager to identify 
himself with some of the ideas for which the authority of his name has been appropriated. 
The disregard of resource allocation, the neglect of international repercussions of domestic 
policies, the acceptance or even advocacy of creeping inflation, to name only a few charac- 
teristics of an important segment of the post-Keynesian school, seem anathema to Keynes’ 
economic philosophy. 

* Pakistan has recently begun a thoroughgoing reappraisal of its development planning 
along neoliberal lines. New York Times, Feb. 26, 1959. 
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of monetary stabilization in April 1949. The return to orthodox mone- 
tary management has since been accompanied by one of the world’s 
highest rates of economic growth.** Numerous other countries could be 
cited that followed similar, though less consistent and less remark- 
ably successful policies. 

Comparison of the payoffs of different economic policies has led to 
a marked change in the political climate of Western Europe. Erhard’s 
remarkable popularity which only became fully apparent in the recent 
West German “war of succession” should be food for thought for those 
who have been known to decry like policies as politically unfeasible. 
West Germany’s Social Democratic Party bitterly opposed Erhard’s 
policies during the early years of recovery. It stands to reason that 
the party had little sympathy for the government’s lack of concern for 
full employment at all costs. The degree of market perfection, on the 
other hand, used to be a Fremdwort in the orthodox Marxist’s hand- 
book. Many German socialists have traditionally regarded the “chaos” 
of competition in a free-enterprise economy as one of their principal 
targets of attack, and some even saw in the formation of cartels a wel- 
come move towards a guided economy. Events appear to have been 
persuasive enough to bring about a profound change in this attitude. 
In some recent legislative contests, the Social Democrats have turned 
out to be Erhard’s supporters against a majority of his own party. The 
anticartel law of 1957 was unanimously (albeit unsuccessfully) opposed 
by the Social Democrats on the grounds that its provisions were not 
strict enough. 

Recent German trends underscore the eno:mous difficulties faced by 
a government bent on sustaining vigorous competition. It has become 
plain, as neoliberals have long pointed out, that a policy of letting things 
drift is not the way to realize the ideal of classical laissez faire. It is 
equally obvious that liberal parties, the traditional vehicles for the 
realization of effective competition, may depend too much on the finan- 
cial contributions of precisely those groups against whom continuous 


® The wholesale price index for 1958 was 2 per cent above that of 1951. The index of 
industrial production tripled between 1950 and 1958. The index is weighted by value added 
in 1955 [2, Jan. 1959]. The increase in the production index from 1950 to 1952 is perhaps 
a less noteworthy achievement. Only in 1952 did industrial production attain the highest 
level established before the war, and it is well known that the marginal returns to recon- 
struction and repairs are high. It can be assumed that genuine growth took place after 1952. 
The industrial production index doubled in the six years that followed. 

The policies pursued by the American occupation regime in Japan, notably its strong 
antimonopoly measures, paralleled the pattern set in West Germany in many other respects. 
So has, unfortunately, the trend of Japanese policy with regard to industrial concentration 
after the end of the occupation regime. 

* This charge cannot, however, be leveled against some of the founders of the German 
socialist movement in the 19th century [13, pp. 78-79]. 
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policing of markets must be primarily directed. Socialist parties may, 
however, eventually emancipate themselves from an exclusively Marxist 
or post-Keynesian orientation. The rumblings among younger leaders 
of West Germany’s Social Democratic Party hold out definite promise 
for a change. By and large, few signs of revolt against the entrenched 
authority of post-Keynesian thinking can as yet be detected among 
economists in the Anglo-Saxon countries, in spite of the incontroverti- 
ble evidence that something is rotten in the body of doctrine that con- 
stitutes the orthodoxy of today. Let us be mindful of Keynes’ warn- 
ing as to the “encroachment of ideas; not, indeed, immediately, but 
after a certain interval, . . . so that the ideas which civil servants and 
politicians and even agitators apply to current events are not likely 
to be the newest” [14, pp. 383-84]. May not the General Theory now 
be in danger of becoming the material from which “madmen in author- 
ity, who hear voices in the air, are distilling their frenzy” [loc. cit.]? 


* New York Times, May 1 and 21, 1958; “After Erhard,” The Economist, July 20, 1957, 
pp. 193-95. 
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MAN-LAND EQUALIZATION THROUGH MIGRATION 
By Frank T. BacHMuURA* 


During the unprecedented continuous period of full urban employ- 
ment of the recent past, the U. S. farm sector has experienced extremely 
high rates of net emigration. Despite these massive movements of pop- 
ulation off farms and the growth of part-time farming, considerable 
areas of low factor reward to farm workers persist in a significant por- 
tion of the U. S. agricultural labor force. While this diminution of farm 
labor inputs has mitigated the problem of low incomes per farm worker, 
there nonetheless continues to be a wide gap in average agricultural 
incomes between high farm-income areas such as Iowa and a low farm- 
income area such as the Mississippi delta. Some students look upon this 
persistent income differential over the last 19 years as testimony to the 
failure of migration in achieving regional equalization of farm incomes. 
While emigration of farm population cannot alone solve the farm pov- 
erty problem, any solution to this problem which implies a reduction 
of farm labor inputs necessarily bears upon the problem of farm labor 
redundance. This is true whether the solution envisaged involves part- 
time farming, employment in local nonagricultural industries, or actual 
residential change through migration. 

The present paper is concerned with the effectiveness of farm-labor 
migration in diminishing regional differentials in agricultural incomes. 
A comparative study has been made of two areas: Iowa, and a 24- 
county case-study area around Memphis.’ In Section I we consider the 
relative changes that have occurred in the ratio of farm land per farm 
worker in the two areas between 1940 and 1950; make some extrapola- 
tions of these results to 1965; and compute the migration rate required 
for the case-study area to bring the ratio of farm land per farm worker 
in that area up to the ratio for Iowa for various years. In Section II, 
various policy recommendations are briefly examined. 

*The author is Fulbright professor at the Escuela de Estudios Econémicos Latino- 


americanos para Graduados, the University of Chile. The article was written at Vander- 
bilt University with the financial support of the Rockefeller Foundation. 

* These counties (selected for a small-area study of regional income disparity) are: (in 
Arkansas) Crittenden, Lee, Mississippi, Phillips, and St. Francis; (in Mississippi) Benton, 
Bolivar, Coahoma, DeSoto, Leflore, Marshall, Panola, Quitman, Sunflower, Tallahatchie, 
Tate, Tunica, and Washington; and (in Tennessee) Fayette, Hardeman, Haywood, Lauder- 
dale, Shelby, and Tipton. The land area of these counties is considerably smaller than that 
of Iowa, but exceeds the area of Maryland. The counties lie in the lower Mississippi valley 
and most of the area is alluvial in nature. 
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I. The Required Rates of Migration 


Because of the dynamics of natural increase, low per-worker incomes 
may persist in a given region despite high rates of net emigration and 
even when stable levels of aggregate farm income prevail. Under certain 
circumstances, moreover, a high farm-income area may have higher 
rates of net emigration than a low-income area so as to cause increasing 
rather than decreasing regional income disparity. In any case, high net 
emigration rates did characterize the higher farm-income areas of the 
country during 1940-50. Fortunately, from the viewpoint of correcting 
regional farm-income disparities, the lower-income areas showed even 
higher rates of net emigration during this period. However, even when 
there is a diminution of the relative differences in average income as a 
result of differential rates of migration in a corrective direction, it is 
still possible for the absolute differences in average income in real 
terms actually to widen. This appears to have been the situation in the 
instant case. Under conditions of this sort, equalization depends upon 
the continued maintenance of corrective differential rates of migration 
for long periods. To maintain such differential rates implies, as a 
minimum condition, the existence of full urban employment for sus- 
tained periods. 

The primary analysis of this paper depends upon a rather heroic 
assumption: that the number of farm acres per farm worker is a fair 
index of average net incomes to farmers for the purpose of comparing 
the two specified areas. Further, it is assumed that with the equaliza- 
tion of the number of farm acres per worker in the two areas, average 
net income per farm worker would be approximately equal in the two 
areas.” 


? Because the case-study area is, at present, a predominantly cotton-producing area, a 
crop which produces a considerably higher value per acre than corn or soybeans, it may be 
argued that less land could be used in production to achieve a given average income level 
vis-a-vis Iowa. Iowa, however, does provide high revenues per acre through its large 
capital investment in livestock, which provides an economic use for much of the state’s 
farm-labor input. Gross values of farm products per acre taken from U.S. Census of 
Agriculture [10] data for Iowa and the case-study area respectively follow: 1954, $54.05, 
$50.49; 1949, $47.73, $38.48; 1939, $16.45, $15.29. Thus, there is a remarkable similarity in 
these value-per-acre figures.On the basis of estimated net returns to family and hired labor 
for 1940, there was a considerable difference in the proportion of total product residual to 
the labor factor. For Iowa my estimate for 1940 is 38 per cent; for the case-study area 
my estimate is 60 per cent. Implicit in my basic assumption is the idea that capital and farm 
organization will be adjusted so that a smaller proportion of gross product will go to labor 
and a higher proportion to other factors with the transfer from labor-intensive production 
to labor-extensive production. Despite the revolutionary nature of adjustments of farm 
capitalization and organization resulting from mechanical cotton harvesting since 1940, the 
amount of capital per farm worker is at least three or four times greater in Iowa than in 
the case-study area at the present time. My estimates, for Iowa and the case-study area 
respectively, follow: 1940, $5,392, $709; 1950, $13,073, $3,463; 1954 (based on 1950 labor- 
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The foregoing assumptions rest upon the evidence that both areas 
possess unusually high soil fertility, such that yields for crops common 
to both areas are reasonably close,* particularly with the use of supple- 
mental irrigation.* This is not, of course, a necessary relationship, since 
land tends to be nonhomogeneous even in small areas, and since the 
patterns and amounts of productive capital investment and the produc- 
tion functions themselves are likely to differ with geography, climate, 
soil physics and chemistry, and other qualities. Actually I regard the 
similarities of the two regions as a special case, and precisely for this 
reason have I selected them. This special analysis permits an approach 
to the general problem of farm labor redundancy which presents itself 
most acutely in the South. 

At least one important advantage adheres to the use of the man-land 
relationship in judging the possibility of future income equalization. 
Since the required amount of migration for the low-income case-study 
area here considered is of massive dimensions, the direct use of future 
income data would presume knowledge or require estimation of future 
production functions. Since the kinds of changes likely to occur with 
massive net farm emigration might well require shifts from a hitherto 
labor-intensive crop like cotton to other types of agricultural produc- 
tion, necessary assumptions as to the future course of farm production 
in the area would be no less heroic than the basic ones made above. 
These assumptions appear to me to provide a meaningful basis for 
arriving at a first approximation of the required emigration from the 
case-study area—an area of low agricultural incomes reflecting low 
labor productivities with, paradoxically, a rich natural resource base. 

Most studies of low-income farm areas use the U. S. average as a 
yardstick to measure income improvement. To use the number of farm 
acres per farm worker for the United States as a whole would clearly 
provide an inappropriate criterion. In addition, average U. S. farm 


force estimate) $17,831, $4,110. Although these estimates and the estimates of net income 
for the two areas result from a laborious and complex process of estimation, I believe that 
they provide at least a rough order of relative magnitude and that they tend to justify my 
analytical assumptions. 

*The 1949 yield per acre for soybeans harvested for grain was 9.19 bushels per acre in 
Towa and 13.08 bushels per acre in the case-study area. Corn yields (for grain) were 46.42 
and 20.61 bushels per acre respectively. Cotton, the existing principal crop in the case- 
study area is not common to both areas. These yields are, of course, not invariable, nor 
definitive, but do provide an approximation of relative physical productivity of soils in the 
two areas. 

“Because of the rainfall pattern in the case-study area, with insufficient precipiiation in 
most years at the time most necessary for the optimal growth of the corn plant, investment 
in supplemental irrigation equipment promises to have an important effect upon corn yields. 
In test plots, considerable increases in corn yields per acre resulted from the use of supple- 
mental irrigation [3] [6]. 
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incomes do not aciually represent income levels reflecting farm-labor 
factor returns equivalent to those in urban employment. In Iowa, where 
median county farm incomes per income-receiving unit exceed those 
for comparable nonfarm units in many counties,’ a claim can be made 
that such incomes represent labor factor rewards which are closer to a 
farm-nonfarm equilibrium level than are average U. S. farm incomes. 
For this reason, the Iowa level is the criterion for the adequacy of mi- 
gration from the farm sector of the case-study area. In lieu of a U. S. 
average, the “midpoint,” one-half the difference between the average 
acreages of the two areas added to the average acreage of the case- 
study area, is employed in the tables which follow. 


TABLE 1—FarM ACREAGE PER MAN-EQUIVALENT FARM WorkKER, 1940 anp 1950 


Area 1940 1950 
Towa 113.95 154.71 
Case-study Area 36.60 57.18 
Midpoint 75.27 105.95 


Source: U.S. Census: Agriculture and Population, 1940 and 1950. 


Table 1 presents the number of acres per man-equivalent farm 
worker for 1940 and 1950 for the two areas, plus the midpoint. The 
man-equivalent farm worker is defined to include rural-farm males aged 
15-64, adjusted for part-time farming by either farm or nonfarm people. 
The acreages shown reflect a 26 per cent reduction of the Iowa farm 
labor force during the 1940-50 decade as compared with a 31 per cent 
reduction for the case-study area. In Iowa, there was in 1940, 3.11 times 
as much farm land per farm worker as in the case-study area. By 1950, 
this relative difference had declined to 2.71 times. However, even with 
the extremely high rates of net farm emigration for the case-study area 
during 1940-50, the absolute difference in average per-worker acreage 
between the two areas increased from 77.35 acres in 1940 to 97.53 acres 
in 1950. A simple extrapolation of this trend to 1965, although continu- 
ing to reduce relative differences, would not reduce the absolute acreage 
per-worker diti. ‘nce. This is explained by the high rates of migration 
in Iowa as well as by the higher rates of natural increase in the case- 
study area. 

Of course, such a simple extrapolation does not take into account the 
age, sex, and race proportions of the farm population with their differing 
rates of migration and natural increase. If the age-sex-race specific 


*The computations are included in my doctoral dissertation. [1, Appendix 1]; see also 
[13, 1950, Tables 45 and 46]. 
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migration rates experienced within the case-study area during 1940-50° 
are applied for a 15-year period to the 1950 farm resident male labor 


force of 157,089 together with age-sex-race specific survival rates; a 


1965 farm resident male labor force of 112,186 results. Now the esti- 
mated surviving potential farm resident male labor force for the case- 
study area amounts to 221,104 assuming no net migration, and is based 
upon a net natural increase of 64,015. In 1950, an estimated 88.02 per 
cent of the farm resident labor force in the case-study area actually 
participated in the farm labor force. This same proportion applied to the 
1965 estimates of the farm resident labor force yields a farm-participat- 
ing labor force of 194,616 before migration, and of 98,746 after 
migration. 
2—Maxriwom Size oF Farm Lasor Force or Case-Stupy AREA NEEDED TO 
EQuaTE FARM-ACREAGE PER WORKER WITH THAT OF IOWA 


To Equate Case-Study Area’s 1965 Maximum Farm-Labor Force, 
Farm-Acreage per Worker Case-Study Area 
With Iowa’s in 1940 69 ,384 
With Iowa’s in 1950 51,104 
With Iowa’s in 1965* 32,842 
With Midpoint, 1940 105 ,040 
With Midpoint; 1950 74,623 
* Simple extrapolation. 


The net emigration rate computed from these data amounts to 69.33 
per cent for 15 years, or, on a straight-line basis, 46.22 per cent 
decennially.* On the assumption of this much migration, the study area 


* [2] The age-sex-race specific migration rates applied are the simple averages of applicable 
rates for economic subregions 61 and 76, which include the case-study area. The rates were 
applied decennially, that is, the rate for the 30-34 age cohort during 1940-50 was applied 
to the cohort of that age as of 1950 for the ten years 1950-60. For the remaining five years 
to 1965, the rate for the 40-44 age cohort was applied to the members of the original 1950 
cohort still in the area as of 1960. 

*[15] I applied unweighted three-state averages of stationary population survival rates 
to each age-sex-race specific component. Because of the indivisibility of the Census quin- 
quennial age classification, I used the median annual age survival rate for each age category. 

* Migrations are typically inferred from census population data. The population at the 
beginning of the period is compared with the population at the end of the period—any 
decrease in the population by the terminal date, after adjustments for enumerated births 
and deaths, is considered net emigration. The decennial migration rate is based on the 
population at the beginning of the period. I have followed this technique in computing the 
required 15-year rates of migration. The comparison of decennial with 15-year rates 
necessitates some assumption about the pattern of annual migration. I have used the 
straight-line method which assumes equal absolute numbers of migrants each year and 
converts a 15-year to a decennial rate by applying a factor of 2/3. This method yields a 
lower rate than do methods which standardize annual or decennial rates by the use of a 
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would have 80.07 acres per farm worker by 1965. This analysis, by 
using 1965 as a terminal date, avoids the further complication of esti- 
mating population increase by births subsequent to 1950, since labor- 
force entrants who will come of age by 1965 were already recorded by 
the 1950 census. Although arbitrary, the application of the 1940-50 
migration rates to the 1950-65 period gives some idea of the adequacy 
of the area’s farm labor force response to reasonably full employment 
for a continuous period of twenty-five years (1940-65). 

Data in Table 2 permit comparison of the study area’s predicted 
farm labor force of 98,746 and the maximum size of the farm labor 
force needed to achieve a farm acreage per worker equal to that of 
Iowa, assuming no change in farm acreage in the two areas after 1950. 
It is apparent that the predicted farm labor force would be at least 
twice as large, even after a generous estimated net emigration, as the 
maximum permissible to equalize the man-land ratio with the 1950 Iowa 
ratio. Moreover, the estimated 80.07 acres per worker by 1965 would 
fall short of the 1940 Iowa figure of 113.95 acres per worker, and even 
of the 1950 midpoint of 105.95 acres per worker (Table 1). An en- 
couraging note is that the 1940 midpoint of 75.27 acres per worker 
would have been surpassed by 1965. Obviously, even if the Iowa man- 
land ratio were to remain entirely stationary between 1950 and 1965, 
there would be no equalization by that time. Giving effect to the dy- 
namic aspect of Iowan agricultural adjustments during 1950-65 by a 
simple extrapolation of the state’s 1940-50 rate of reduction of the 
number of farm workers, there would be 240.07 acres per farm worker 
by 1965. Viewed in these terms the farm labor redundancy problem of 
the study area becomes formidable. 

How large would migration rates have to be to achieve the Iowa 
ratio by 1965? A 15-year net farm emigration rate of 103.79 per cent? 
would be needed to achieve the 1950 Iowa ratio by 1965. On a straight- 
line basis this becomes 69.2 per cent decennially. To achieve the 1965 
Iowa ratio would require a net farm emigration rate of 116.97 per cent 
on a 15-year basis, or 77.98 per cent decennially on a straight-line basis. 

Although the 1940-50 migration rates for the study area are very 
high, one might well ask, “What is the maximum practicable migration 


compound interest formula. In my judgment, such rates are too high for the most meaning- 
ful comparisons because the formula implicitly reduces the adjusted annual or decennial 
base well below that of the actual population. This fact arises from the omission of population 
additions through birth and is especially important when migration rates are very high. In 
actual practice, natural increase is taken into account at the next census and a new base for 
rate computations is then formed. 

° Emigration rates in excess of 100 per cent are possible because of the widely accepted 
use of a historical base which does not adjust for births. Such a rate signifies that children 
born since the last census enumeration will necessarily be included among the migrants. 
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under conditions of full employment?” While there is no simple answer 
to this question, I have taken, for each age-race (male) specific group, 
the maximum net emigration rate experienced in any subregion in the 
United States during 1940-50 for an approximation. These data, to- 
gether with the comparable case-study area data, appear in Table 3. 
It is clear that rates in many areas were considerably higher than those 
for the study area during 1940-50. Moreover, because these rates do not 
take into account reductions in farm-labor inputs through part-time 
farming and the nonagricultural employment of farm resident labor 


3—Rourat-Farm Mate AGE-RaceE SpeciFic MicRATION Rates, 1940-50 
(Figures in parentheses indicate applicable census economic area) 


Case Study Area “Maximum Practicable” 
Age Group 
White Nonwhite White Nonwhite 

o-4 —14.7 —26.5 (98) —45.0 (77) —48.1 

5-9 —24.1 —29.5 (98) —48.0 (97) —49.3 
10-14 —53.0 —53.2 (79) —72.4 (95) —75.8 
15-19 —56.0 —63.8 (79,80) —75.2 (79) —80.9 
20-24 —45.4 —59.4 (80) —62.3 (97) —77.4 
25-29 —28.6 —48.0 (97) —45.9 (78) —67.8 
30-34 —19.8 —40.1 (80) —39.0 (78) —57.1 
35-39 —18.5 —30.3 (98) —36.0 (97) —45.3 
40-44 —17.6 —23.1 (78) —32.0 (78) —48.7 
45-49 —20.8 —28.6 (105) —36.1 (97) —42.3 
50-54 —23.2 —27.0 (105) —43.9 (77) —40.4 


Source: Gladys K. Bowles, Farm Population—Net Migration from the Rural-farm Popula- 
tion, 1940-50. Washington 1956. 


force, they very likely understate the actual rate of reduction of the 
labor force employed in agriculture. Because of this understatement and 
the fact that drought and similar influences did not affect the relevant 
census economic areas appreciably, these measures of the attractive 
power of nonfarm job opportunities under conditions of full employ- 
ment are highly encouraging. 

The next question is: Would “maximum practicable” migration rates 
applied to the study area during 1950-65 be sufficient to achieve the 
1950 Iowa level? The answer is no. The application of such rates would 
reduce the farm labor force to 61,027 by 1965, still about 10,000 in 
excess of the labor force of 51,104 required to achieve the 1950 Iowa 
man-land ratio. Such a migration would result in a man-land ratio of 
129.56 acres per farm worker in the case-study area, a level surpass- 
ing the 1940 Iowa ratio. This migration rate, expressed as a decennial 
rate, on a straight-line basis, would be 61.82 per cent, still some 10 
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or 15 per cent less than the net emigration rate necessary for achieving 
the 1950 Iowa man-land ratio. 

Is there any evidence that the 1940-50 rates of emigration were 
lower than those experienced since that time? Such data as are availa- 
ble are not adequate for definitely answering this question. The in- 
formation contained in the quinquennial census of agriculture [10, 
1954, County Table 1] regarding the number of farm operators indi- 
cates a net reduction for approximately a 5-year period of 17.95 per 
cent for the study area and a comparable rate of 5.04 per cent for Iowa. 
These 5-year rates of reduction are greater than the comparable 
decennial rates for 1940-50, which were 14.36 and 4.76 per cent re- 
spectively. The presumption therefore is that the 1940-50 rates may 
well be surpassed, if not doubled, during 1950-60, and that the “‘maxi- 
mum practicable” rates may well be exceeded. Although the inadequacy 
of coverage of the quinquennial census and the differing dates of 
enumeration of the quinquennial and decennial censuses may create 
an illusion of a more rapid rate of labor-input diminution during 1950- 
54 than during 1940-50, recent estimates of the farm population made 
by the Department of Agriculture support the view that reduction in the 
farm population continued at a very high rate between 1950 and 1957 
[8]. On the other hand, conditions of less-than-full employment since 
1957 may be expected to have slowed down the rate of reduction in 
farm population. However, if we accept J. H. Street’s opinion [5, 
pp. 232, 241] that reverse labor inflows into cotton areas are unlikely, 
the effect of recent less-than-full urban employment may be simply to 
retard net outflow rather than to reverse the process for the study area. 

It is clear from Figure 1 that the nonwhite proportion of the popu- 
lation of the case-study area is much greater than that for Iowa. This 
fact taken with the knowledge of relatively lower income earning oppor- 
tunities for nonwhites in the nonagricultural sector of all major regions 
of the country could be used to argue against the possibility of an 
equilibrium equalization of the man-land ratio in the two areas. Al- 
though it is very difficult to explain the racial difference in nonagricul- 
tural incomes as an equilibrium one, let us assume that the existing 
racial differential in income-earning opportunities outside agriculture 
is somehow immutable. Under such an assumption, one could then 
argue that nonwhites would have a greater inducement to remain in 
agriculture than would whites so that, given the different racial compo- 
sition of the farm sectors of the two areas, more individuals would re- 
main in the case-study area per acre than would remain in Iowa. Such 
a condition would not, however, indicate an equilibrium within agricul- 
ture with respect to the two areas since it presumes that nonwhites 
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could somehow not move into Iowa agriculture to take advantage of 
superior agricultural opportunities there. As a matter of fact, the mi- 
gration rates shown in Table 3 indicate higher rates of migration off 
farms for nonwhites than for whites in almost all categories. This would 
suggest that despite whatever racial segmentations of the nonagricul- 
tural labor force may exist, the differential between farm and nonfarm 
incomes is so great as to outweigh the effects of such a segmentation. 
Although the racial composition of the two areas complicates the 
analysis, it does not disturb the basis of my original assumptions. 


II. Policy Recommendations 


Despite the encouragement afforded by the available data regarding 
the rapid reduction for both races of the study area’s farm-labor input 
since 1950, the achievement of the 1950 Iowa level by 1965 is a far from 
likely possibility. The equalization of man-land ratios in the two areas, 
when we take into account the dynamic character of the Iowan adjust- 
ment, appears even more remote. Two alternative policy recommenda- 
tions affecting farm migration present themselves. The first, simply to 
postpone eventual goals for equalization, carries with it a significant 
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pitfall. High birth rates in both farm and nonfarm areas during 1940-50 
will shortly bring increasing numbers of entrants into the national labor 
force. Particularly since the net farm emigration of the last 19 years 
took place in a situation in which nonfarm entrants of nonfarm birth 
were relatively scarce, the farm sector was in a more favorable situa- 
tion for the reduction of its redundant labor supply than it will be in 
the next 19 years. Because nonfarm entrants are already on the scene 
when an employment opportunity appears, they are likely to preempt 
many nonfarm job opportunities. For the study area, Figure 1 dis- 
plays the actual population pyramids and the projected 1965 popula- 
tion on the assumption of no migration after 1950. It is clear that the 
competitive importance of nonfarm entrants will become increasingly 
great with the passage of time. Postponement of the eventual solution 
will thus make the solution more difficult. 

A second policy recommendation is to encourage migration by 
methods ranging from subsidization of local industry and the provision 
of improved job information service to outright subsidy and supervision 
such as that provided to reservation Indians by the Bureau of Indian 
Affairs [14, p. 238]. The relatively low migration rates for adults aged 
30-55 and for children suggests that family groups face considerable 
difficulty in financing migration, so that more adequate job informa- 
tion, migration and resettlement loans, or outright subsidy could mark- 
edly accelerate migration and simultaneously relieve farm areas of 
much of the economic burden of high replacement rates. An outright 
migration subsidy necessitates distinguishing those groups or indi- 
viduals who would have migrated without subsidy from those who would 
migrate only with a subsidy, or else there would result a somewhat 
wasteful expenditure. The greatest impediment to direct policies to en- 
courage migration seems not to be the magnitude of expenditures but 
real or imagined geographical conflicts of interest which may be ex- 
pected to result in political opposition against any such program. Thus 
it has not proved possible to create a truly national job information 
service under the Rural Development Program, although the cost 
would be relatively small and the concept was an integral part of the 
originally conceived program [9, pp. 16-17] [7].”° 

The political palatability of local industrialization as a means of 
raising average farm and nonfarm incomes in the South generally has 
resulted in a considerable emphasis upon this means, and a de-emphasis 
of or an active opposition to the role of migration, particularly when the 


* Although policies which endeavor to increase farm incomes through additions of farm 
capital, farm reorganization, and so on contain considerable promise, the likelihood of their 
solving the farm poverty problem without a reduction of farm-labor inputs is extremely 
remote. 
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latter involved interregional movement by whites. Although the prob- 
lem of optimal location of industry, particularly in its dynamic aspects, 
lies well outside the scope of this paper, there is little doubt that local 
industrialization tends to minimize the private and social costs of move- 
ment vis-a-vis long-distance movement. There is a real question, how- 
ever, as to the possibility of absorbing redundant farm labor locally. 

We can gauge the prospects of local absorption in the case-study 
area if we regard the area as a closed economy with respect to net 
immigration of labor. Considering historical precedent, the bulk of new 
nonagricultural job opportunities within the area during 1950-65 are 
likely to develop in already existing urban centers with by far the great- 
est growth in Shelby county, containing Memphis. For most persons 
entering the Memphis labor market who had resided in the area’s farm 
sector in 1950, an actual shift of residence is reasonably to be expected, 
considering the long distances involved and the objection of plantation 
managers to their tenants’ engaging in part-time nonagricultural 
employment. 

In order to estimate the power of urban centers to absorb farm- 
emigrating labor within the case-study area I have relied on Census data 
relating to gainful employment in nonagricultural industries for 1940 
and 1950 [13, 1940, 2, Tables 23, 27] [13, 1950, 2, Tables 39, 49], 
extrapolated the 1940-50 experience to the 1950-65 period, and as- 
sumed that available jobs would be filled first by nonfarm residents. For 
these estimates, I excluded the female labor force, although its increase 
from 57,507 in 1940 to 100,080 by 1950, could, if maintained at this 
decennial 74 per cent rate, have very important effects; but these effects 
would not necessarily serve to help reduce the redundant male farm- 
labor force. The nonagricultural gainfully employed male labor force 
increased at a much lower decennial rate (20.65 per cent) from 156,597 
in 1940 to 188,936 in 1950. If this rate of increase could be maintained 
until 1965, the nonagricultural male labor force would grow to 251,475. 
Of this number 218,012 would come from the 1950 nonagricultural 
labor force and the entry of 1950 nonfarm residents into the nonagri- 
cultural labor force as they came of working age. This leaves 33,463 
potential job openings for farm migrants. Now, assuming that the 
number of gainfully employed to total potential labor force is the same 
for migrants as for the nonagricultural sector, the total absorption of 
male farm migrants during 1950-65 would amount to 42,096. Under 
the assumptions I have made there would be no net migration of either 
farm or nonfarm workers into the case-study area. Even with this pro- 
tective assumption, it is apparent that the study area’s farm migrants 
cannot depend upon local opportunities alone for nonfarm employment, 
but will be forced, if they maintain the same rate of migration as during 
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- 1940-50, to seek employment outside the case-study area. The required 
q absorption (99,859) under this assumption of migration is more than 
] twice the absorptive power indicated above. To achieve the 1950 Iowa 


| man-land ratio by 1965 would involve the absorption of at least 
- 165,000 male workers. 

Is there any sign that the rate of increase of nonagricultural job 
formation in this area is increasing sufficiently to absorb this number 
of farm migrants? The answer to this question must certainly be no. 
Data computed from the Census of Manufactures [12, 1947, 3, Table 
2] [12, 1954, 3, Table 3] indicate an increase of about 20,000 manu- Te 
facturing jobs in the area between 1939 and 1947, an increase of ap- i 
; proximately 72 per cent for 8 years. Between 1947 and 1954, the 
increased manufacturing employment amounted to somewhat less than 
9,000, a rate of about 19 per cent for 7 years. During the period 1948- 
| 54, there was an increase of at least 7,202 persons employed in the 
area’s wholesale, retail, and service industries enumerated by the 
Census [11, 1948 and 1954]. Although the sum of these two items 
amounts to a “job-creation” of 16,000 for both sexes during a 6- or 7- 
year period and does not include all nonagricultural employment (sig- 
nificant exclusions are public employment and construction), it is quite 
clear that the rate of job formation in this area is not proceeding rapidly 
enough to absorb potential and necessary farm migration from this 
area’s agricultural sector. Indeed, if a rate of nonagricultural job- 
formation no higher than that observable for the 1947-54 period is 
maintained until 1965, the area will do well to find nonagricultural em- 
ployment for the offspring of the present nonfarm population within the 
area. 

The lagging rate of growth for this area is particularly serious be- 
cause, unlike many an area of equivalent dimensions in the South, it 
already has a well-developed urban-industrial base in the metropolitan 
area of Memphis with its strategic locational advantages. In addition, a 
considerable portion of the area is within the state of Mississippi, which 
has had an active and overt subsidy program to support local industrial- 
ization for more than twenty years [4, p. 1]. It would appear that if 
this area cannot absorb its farm emigrants, there are few areas within 
the South which would be able to do so, particularly if we exclude the 
peripheral states of Florida, Maryland, and Texas. 


III. Concluding Remarks 


Although the solution of the low-farm-income problem largely by 
means of farm emigration has come under fire politically and the Con- 
gress has not implemented certain aspects of the Rural Development 
Program relating to farm emigration, there are a number of advantages 
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in unsubsidized migration. The primary advantage is that it requires 
no direct government intervention; it directly rewards individual initia- 
tive on the part of people whose resources are much too small to permit 
effective farm reorganization within agriculture or to establish a local 
nonagricultural business. The second advantage is that induced changes 
take place immediately without delaying for legislative or other gov- 
ernmental action. A third advantage is that there is no direct cost to 
any governmental unit. 

The magnitude of the ameliorative influence of migration for the low- 
farm-income (and labor factor reward) problem obtained and obtaina- 
ble through unsubsidized migration seems to have been considerably 
neglected. If we accept the estimates of net migration out of the South 
during 1940-50 as 1,500,000 persons and the net migration from farms 
to urban centers within the South during the same period as 5,000,000," 
we find an appreciable explanation of rising farm incomes per worker 
within the Southern region. The migration of 6,500,000 people in 10 
years constitutes a dramatic vindication of the position that the primary 
step in the solution of the low farm-income problem is the maintenance 
of full employment in urban centers. More specific and more direct pro- 
grams aimed at encouraging migration face continuing political opposi- 
tion in the labor-exporting areas, whether such migration be intra- or 
interstate. Efforts to encourage local industrialization within the case- 
study area have achieved results which are evidently far from the 
magnitude required to absorb natural increase within the area and to 
raise agricultural labor productivity level to the standards found in the 
country’s nonagricultural industries. 


* Estimates presented by D. Gale Johnson before the 27th Annual Conference of the So. 
Econ. Assn., Memphis, Nov. 7, 1957. 
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THE THEORY OF PUBLIC FINANCE’ 
A Review Article 
By Cart S. SHoup* 


The past thirty years have witnessed a notable growth in the pure theory 
of public finance, if we take that term in Edgeworth’s sense: “deduction from 
received first principles,” with “sufficient length of reasoning and strength of 
premises to deserve the title, ‘pure’.”? But the contributions have appeared, 
for the most part, as journal articles, papers in proceedings, essays, and 
chapters in books not devoted to public finance. The authors have been 
numerous. And they have not always sought to relate their findings to the 
pure theory of an earlier century or another school. For teachers and students 
in public finance the problem of extracting something more than a minimum 
benefit from the scattered material has become a discouraging one. The great 
task of assembly, organization, and critique has been so formidable, one 
hardly dared hope that it would be accomplished. But now the goal has been 
achieved, by Professor Musgrave, in a treatise that is a major contribution 
to public finance thought. We are afforded the opportunity of comprehending 
the scattered contributions and understanding their interconnections, guided 
by close reasoning and a precise but sympathetic evaluation. 

Moreover, the analysis, to which Musgrave himself has contributed so 
much in the past, is extended still further in the present volume, chiefly 
through a remarkable power of combining questions that have hitherto been 
posed separately, and then pressing on to answers. 

The four parts into which the book is divided can be distinguished by their 
degrees of normative content. Part I is a discussion of the goals of public 
finance policy, subsumed under allocation, distribution, and stabilization: 
decision-making is imagined to occur within a multiple budget organization 
with branches devoted to each one of these ends. The value of this device is 
intellectual, not bureaucratic; whether or not we can conceive of any coun- 
try’s trying to set up these three branches as distinct entities, we can benefit 
from the author’s warning not to muddle our aims. Even if allocation, dis- 
tribution, and stabilization are viewed as effects to be described, not goals to 
be pursued, intellectual benefits accrue from an insistence on continually 
distinguishing among them. 


* The author is professor of economics at Columbia University. 

*R. A. Musgrave, The Theory of Public Finance—A Study in Public Economy. New 
York: McGraw-Hill, 1959. Pp. xvii, 628. $12.50. 

*F. Y. Edgeworth, “The Pure Theory of Taxation,” in Papers Relating to Political 
Economy, London 1925, II, p. 100. 
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From Part I we get the impression that the rest of the book will be heavily 
normative: “we determine the optimal budget plan on the basis of initially 
defined conditions and see how it can be achieved” (p. 4); “the economist 
. .- must determine what expenditures [on social wants] should be made and 
what taxes should be collected” (p. 10). The allocation goals and the dis- 
tribution goals are to be determined by the analysis in Part II, which applies 
“welfare economics to the issues of budget determination” (p. vii). For, 
assuming “a full-employment economy, the task of budget policy is to con- 
tribute to an efficient allocation of resources and a ‘proper’ distribution of 
income” (p. vii). The goal of the stabilization branch is of a different order: 
it is known at once, for it is simply to stabilize (at full employment). This 
goal is therefore accorded no such extended normative discussion as Part II 
provides for distribution and allocation. Consequently, Parts III and IV can 
be devoted to implementive analysis, designed to show how the three sets of 
goals can be achieved simultaneously, or if not, why not. 

As it turns out, the rigorous analysis of Part II demonstrates that there are 
no very specific allocation and distribution goals that can be recommended 
for universal acceptance in the way that stabilization—or at least full em- 
ployment (by definition alone)—can be recommended. Part III, therefore, 
may be read more or less detached from Part II. Part III is said to be devoted 
to answering the questions: “If a given tax or expenditure measure is put into 
effect, what will be the resulting changes and adjustments in the private 
sector? Or, allowing for these adjustments, what fiscal measures must be put 
into effect to reach the desired objectives?” (p. 205). Of these two questions, 
the first is much more the subject of Part III than the second. 

Part IV is a fruitful mixture of the normative and implementive, or at least 
of implementive analysis directed to a fairly well defined goal. As Part IV 
progresses into problems of growth, however, distributive and allocative aims, 
especially the latter, again assume importance; “there is the . . . problem of 
choosing between various rates of growth” (p. 483). Thus Part C of Chapter 
20, like the topics of Part II, necessarily lacks the specific objective that 
supports most of the rest of Part IV in a normative framework. 

Within this four-part structure, what is it that Musgrave is attempting to 
do, and how well do circumstances allow him to succeed? At least three aims 
seem to emerge. 

I. The Theoretical Structure 


First, of course, and overriding all the other aims when necessary, is that 
of supplying a body of theory, public finance theory. But theory in what 
sense? Not as an explanation of how we got where we are, and where we are 
likely to go; the “sociology of fiscal politics” is “interesting and important” 
(p. 4), but it is not the theme of the present treatise. Nor is the theory a 
series of generalizations taking the form of: the following data are not in- 
consistent with the hypothesis that . . . The book contains many tables, but 
no statistics. Does the theory deal with economic consequences that are at 
least defined, even if not in fact measured, in terms of measures that are 
operational, “that is, based on observable data?” (p. 206). Musgrave implies 
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that it does, yet he correctly points out that the method employed is that of 
comparative statics, where “incidence and output effects are determined by 
comparing the initial equilibrium position of the economy (prior to the change 
in budget policy) with the new equilibrium position (reached after all adjust- 
ments to the change in budget policy are completed)” (p. 209). 

More precisely, we may say that the comparison is between two states of 
the economy, both at the same time and place; putting it this way would 
make it clear that at least one of the two states being compared must be 
imaginary, hypothetical, not discernible from any observable data. The 
implication that this is so is carried by the immediately succeeding sentence, 
“Time does not enter, and the adjustment is assumed to be instantaneous.” 
But the next three paragraphs seem to reflect a different view. Noting that 
“The actual adjustment process takes time” (p. 209), Musgrave remarks 
that: “Instead of comparing the initial position of the economy with that 
after an infinite period of adjustment has passed, we may compare it with the 
position after a month or a year” (p. 210). But the appropriate comparison 
would seem to be between the economy as it would be a month from now if 
the budget measure had not been passed, all other things equal, and the 
economy as it actually is a month from now, under the budget measure. There 
is still no chance, following the methods of this book, to compare two sets of 
observable data. There is nothing, for example, on time series, nor should 
there be, given the general cast of the treatise. 

The theory of The Theory of Public Finance is the familiar mixture of logic 
and introspection, grounded on assumptions that seem reasonably in accord 
with the economic life around us. For example, in Chapter 17 the analysis 
works with alternative combinations of assumptions about presence or absence 
of a money-wage-rate floor and an interest-rate floor (p. 416). The author 
thus presents us with a series of logically oriented worlds, some large and 
complex, some small and simple, in which sets of postulates are seen to imply 
certain consequences. 

If the author’s aim has been correctly interpreted here, he has succeeded to 
a high degree in the task he set for himself. Given the axioms—and it must be 
recalled that the sets necessarily shift somewhat from chapter to chapter, or 
even from section to section—the reasoning proceeds, incisive and almost 
always dependable, with scarcely a break for the full 615 pages. Indeed, no 
reader not already quite familiar with the materials covered here will find the 
volume anything but tiring after a bit, with its relentless demand on his 
attention and his reasoning power. The remedy, of course, is to take this 
concentrated nourishment in appropriately sized portions. 


A. Characteristics of the Theory 


The main offering in this logical feast is the extraordinary combination of 
various postulates in a variety of patterns, with a consequent breadth of 
coverage not hitherto approached in any volume on theory in public finance. 
This is seen both in the large and in the small, both in the skill with which the 
great blocks of analysis are laid one upon the other to form a complex whole, 
and in the listing of all possible combinations within a particular problem. 

The first of these features, giving the book its strong architectural sense, 
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can be noted most readily by reading the opening paragraphs of successive 
chapters (within a Part), and even of successive major sections within a 
chapter: for example, Part IV, where only Chapters 21 and 23 cannot fit 
easily into the orderly sequence. It is also seen in the recurrent appeal to the 
three norms of distribution, allocation, and stabilization. 

Typical examples of the methodical exploration of a particular problem 
are the analyses on pages 348-55, Relationship between General and Dis- 
criminatory Taxes, and the table on page 527, classifying various budget 
policies by their effect on the structure of claims. Some reservation concerning 
this kind of elaboration will be offered below, but to begin with, let us con- 
sider the advantages. 

First, we can be sure that the author is not neglecting certain combinations 
merely because they happen ‘o fall outside his own policy predilections. So 
much of recent writings, especially on fiscal policy, can be adequately ap- 
praised only if the reader continually reminds himself, often at the cost of con- 
siderable effort, what it is that has been left out. Musgrave has his views, too, 
on policy, but they are presented only with the full range of alternatives in 
sight. A refreshing freedom from dogmatism allows the discussion to end up 
occasionally in a frustrating uncertainty, when that is just where it should end 
up. A sophisticated detachment from little maxims and secondary aims averts 
narrow prescriptions. A good illustration is the way in which Musgrave 
handles the question of preference among taxes that vary in their resource- 
releasing power per dollar of yield (pp. 520-22). The common assumption that 
the best tax to fight inflation is the one that cuts private spending the most 
per dollar of revenue is shown to be dependent on implicit secondary goals 
that may or may not be acceptable. 

Secondly, we are required, by Musgrave’s systematic approach, to recognize 
the full implications of a classificatory scheme to which we may have com- 
mitted ourselves without a strong exploratory urge. A good example is the 
analysis already referred to, on pages 348-55. Musgrave here organizes our 
thoughts for us in a comprehensive classification of general and discriminatory 
taxes, according as the taxes are imposed on the purchase or on the sale, of 
all or some factors or products, by all or some buyers or sellers. And he places 
in each of the pigeonholes a well-known tax as an illustration, except that, as 
might be expected, the complete list of possible combinations outruns the 
real world, so that boxes 11 and 16 remain empty. The value of this intel- 
lectual exercise is considerable. For instance, even textbooks devoted to eco- 
nomic theory rather than public finance point out that a change in the legal 
impact of a tax from the buyers’ side of the market to the sellers’ side does not 
alter the net prices received or the amount of product transferred, but they 
do not extend the theorem to a tax on purchase of factors compared with a tax 
on sale of product. Musgrave leads the reader through the circuit of pro- 
duction and consumption and demonstrates the equivalence of the general- 
scope taxes levied at any one of the points in the circuit. He also reminds us 
that for such equivalence, the rate of an ad valorem tax must be higher when 
applied to the amount paid (exclusive of the tax itself) than when levied on 
the seller, and states the requirement neatly in mathematical form. 

It all seems so reasonable, even so familiar, that some reflection may be 
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necessary before we recognize how substantial is this contribution coming 
from the author’s powers of comprehending and classifying. The scattered 
taxes fall into place in a new and intellectually satisfying pattern. Even the 
limitation set to the field of combinations is characteristic. Some might wish 
that the area of classification had been extended in order to contrast the gen- 
eral turnover tax (Umsatzsteuer) with the national-income type of tax, e.g., 
the pure retail sales tax; but such an expansion would have blurred the clear, 
precise borders within which the combinations are evolved. For Musgrave’s 
purposes, at this point, the area covered and the classifications discovered are, 
one feels, just right. 

Another illustration of this power of analytical grouping is supplied by 
the assembly of systems of income determination @ to f in Table 17-1, and 
the analysis of each case in the accompanying pages. Still other examples 
could be cited, especially from Part IV. Indeed, the chapters on compensatory 
finance are probably the best in the book, in terms of what they set out to do. 
They begin, however, on a rather more advanced level than most of the 
chapters in Parts I to III, and the reader may want to complement Musgrave’s 
analysis with the slightly different approach in the summary essay by Samuel- 
son.* At any rate, Musgrave’s Part IV is the epitome of the aggregative ap- 
proach to business-cycle fiscal policy; and it must share the adverse comments 
on that approach: no details of business cycle theory or description, no at- 
tention to turning points, no consideration of almost inevitable instabilities 
in this or that sector of private enterprise. Thus the conclusion that the level 
of public expenditures on goods and services should not be changed to stabi- 
lize aggregate demand (p. 517) cannot be supported if, despite all measures 
short of inflation, the private construction industry is bound to be unstable. 
Indeed, the relative concentration of unemployment during the last recession 
in geographical and industrial pockets suggests that fiscal policy in the future 
may deal much more than in the past with measures aimed at particular 
segments of the economy. Musgrave is of course aware of these issues (see 
p- 518); but they do not fall within his framework of detailed analysis, or 
rather are considered to be only “important exceptions.” 

Now and then the material proves too refractory, the task of completing 
the structure too great; it appears that a chapter (promised on p. 348) to deal 
with incidence in a macroeconomic setting that “combines growth with the 
need for compensatory policies” did not get written, unless Chapter 20 is 
thought of as meeting this problem. More serious, one important class of 
budget effects is omitted purposely (see p. 214, note 1): the distribution of 
benefits represented by government services for which no direct charge is made. 
Incidence, defined as a “change in the distribution of income available for 
private use” (p. 207), does not include change in the distribution of income 
in kind received from government. Thus the attempts made by Barna, 
Brochier, Adler and Schlesinger, and Cartter to measure this phenomenon are 
not referred to (their names do not appear in the index). This omission 
weakens much of the discussion of measurement of global incidence on pages 

*“The Simple Mathematics of Income Determination,” in Income, Employment and 
Public Policy, Essays in Honor of Alvin H. Hansen, New York 1948. 
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223-26 and 229. In Chapter 13, the effects of budget policies on activity in 
the private sector are similarly analyzed without reference to households’ or 
firms’ reactions to the receipt of free services from the government; and only 
occasional references are made elsewhere (¢.,., pp. 254, 336). Finally, the 
tone of the discussion of public expenditures is profoundly affected by the 
refusal to consider that public services like free education owe their existence 
to a redistributive drive as much as to the motives Musgrave lists for the 
“Merit wants” (pp. 13-14). The intellectual gain from distinguishing among 
the three goals of redistribution, allocation, and stabilization can be converted 
into a penalty if it induces us to set off in a corner, as something to be 
achieved only through positive or negative taxes, a state of distribution that 
is “proper.” For example: in an underdeveloped country where half the 
populace are illiterate, one of the initial steps for redistributing income will 
have to be the supplying of free education to all; the effects of any cash 
redistribution would soon be dissipated otherwise. 

Musgrave’s theoretical contributions in this volume are not limited to 
devising new problems from classificatory combinations, and solving at least 
some of them; he also fruitfully extends the analysis of some quite familiar 
puzzles. There are many instances of this; one of the best concerns the 
incidence of a general consumers sales tax (pp. 379-82). In just a few para- 
graphs Musgrave disentangles the issues neatly and demonstrates that the 
question of shifting forward to consumers or backward to factors resolves 
itself into one of consumers against savers under a differential incidence 
approach (stabilization at full employment is assumed at this point). 

In addition, of course, there are the many theoretical issues on which Mus- 
grave has already made significant contributions in journal articles and else- 
where, and which appear again in this volume, sometimes with an ac- 
knowledged change of view (p. 74, note 1), sometimes holding to the con- 
clusions already reached (as in the risk analysis, to be discussed below). 


B. Some Problems for the Reader 


The consumer of this treatise is sure of reaping substantial rewards, if he 
is as careful and thorough as the author has been. But he will be faced with 
certain costs of consumption, some of which he may resent. 

First, the repeated attempts to exhaust the possibilities of combination 
inherent in a set of postulates weary the reader; some will judge the price 
too high, in terms of time, effort, and persistence, as they find themselves 
looking forward to the end of the analysis rather than enjoying the middle. 
The price seems doubly steep when no data, not even rough estimates, are 
on the horizon, to give substance to the more complex combinations. Second, 
a great deal of the analysis concludes that no general theorem can be deduced 
after all, or that only well-known theorems hold. Such information is useful, 
but makes for tedious reading. 

Third, where the reasoning is simple or at least familiar, and hence can be 
fashioned without much difficulty in concrete research at that moment when 
it is called for, not much is gained by working through the analysis in abstract 
terms; the workman on the site will not need prefabricated parts. And fourth, 
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the absorption of space and effort in setting forth all the possible combinations 
occasionally forces a degree of sketchiness in content that might have been 
avoided by a more selective and more intensive treatment. This last point 
can be illustrated by the paragraphs on compulsion in debt policy (pp. 
586-87); the first three, by the elaboration of a section already noted above 
for its usefulness in setting up the classifications (pp. 355-64). The question 
at issue is whether the author has heeded sufficiently his own warning (p. 364) 
that “little would be gained by a mere cataloguing of possible results.” Ad- 
mittedly, it is hard to know where to draw the line. But in some instances a 
more useful procedure might have been to supply the reader with a tool kit, 
to show him how to formulate problems by bringing together hitherto un- 
associated postulates, then to turn him loose to work on his own. Instead, he 
is sometimes crammed, as it were, with a long series of formal answers in 
place of a sympathetic and imaginative counseling on the construction of 
problems and the use of tools. 

An inevitable result, in these stretches of the volume, is a certain flatness of 
style and occasionally a taxonomic drive that produces a terminology too cum- 
bersome for general use, as in Table 22-2. By the time the reader arrives at 
policy 22 (the identity with Chapter 22 is coincidental), he will probably con- 
clude that he has benefited from the discipline of classification, but that he 
will prefer to speak, as does Table 22-1, of a deficit financed by new money 
rather than of a mixed fiscal and liquidity policy, fiscal-and-pure-monetary- 
policy variant. The three full paragraphs on page 530 illustrate the mechani- 
cal mode of instruction in ‘its least appealing form (compare, for instance, 
Lerner, in his “Burden of the National Debt,” in Essays in Honor of Alvin H. 
Hansen). The technique is appropriate enough if the aim is to supply a hand- 
book for reference in the field, although some reservations on this score are 
offered below. But even this aim seems not well served by the excessive for- 
malization that characterizes Chapter 3, “Problems of Implementation.” 

Another result is a sometimes disconcerting degree of compression of analy- 
sis, as statement of question is followed directly by answer. The reader is then 
left the task of unearthing a good deal of implicit reasoning. An example is the 
brief treatment given to correlated commodities under taxation (pp. 301-2). 
So too is the string of conclusions following the table on page 527. Sometimes 
the suppression of explicit statement extends even to the conclusions them- 
selves, as in the treatment of monopoly taxation without restriction to linear 
functions (unit tax). We are left with the hint that “the monopoly case in- 
volves second-order terms as well” (p. 297); the reader must decide for him- 
self whether this means that the increase in the monopolist’s price, conse- 
quent upon the tax, still varies directly with the slope of the demand curve, as 
it is said to do in the linear case. (The answer is no; and in fact the statement 
does not hold even with a linear demand curve, since a change in the slope 
changes the pretax price, a fact to which the author appears to attach only an 
ambiguous importance in a paragraph of text and two footnotes, pp. 289-90.) 

Disagreement with Musgrave on substantive issues will probably prove to 
be quite limited, in view of the evident care with which the theorems have been 
developed. A few questions, some perhaps more of terminology than substance, 
are offered here: 
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1. In Chapter 14, as in the well-known paper by Domar and Musgrave, the 
investor distributing a given amount of funds among two ventures and cash is 
viewed as finding what for him is the optimum combination of yield and risk. 
The analysis abstracts from degree of dispersion within the gain component of 
yield as long as the actuarial value of the gain is unaltered (the same is true 
with the loss, or risk, component). On the yield axis, one point will cover both 
a safe 4 per cent yield and a lottery bond that assures return of capital and 
gives 1 chance in 500 of 2,000 per cent interest Any single investor, however, 
would prefer one to the other. And if the investor were in fact indifferent as 
between these two opportunities in the absence of a tax, he would not proba- 
bly remain so under a tax of say 50 per cent on gains. The text, terming y 
first yield then income, moves on to discuss the income effect of a tax, but 
the implied analogy with the income effect of a wages tax seems inexact in 
view of the difference between income and yield. The terminology invites an 
inference that if a poll tax were levied on an investor (win or lose), he would 
be sure to respond by taking more chances. 

2. The argument concerning the effect of investment income on work re- 
sponse to an income tax (pp. 246-48) is difficult to follow. If, to taxed wage 
income, there is added untaxed investment income, the marginal rate of tax on 
the wage earnings from another hour of work is no less than before, while the 
income effect is weakened by the presence of more income (total tax is un- 
changed). Hence the amount of work supplied would decrease (but cf. par. 3, 
p. 246, and par. 5, p. 247). If “the presence of capital income” is taken to 
mean that for some part of the wage income there is substituted an equal 
amount of capital income, the income effect of a given amount of tax is un- 
changed, but so too is the marginal rate of tax on wages, unless the tax sched- 
ule is progressive. 

3. To obtain a desired increase in income, “On the one extreme, we may 
increase expenditures and taxes by an equal amount” (p. 432). But the true 
extreme lies beyond this point, in the region where the increment of expendi- 
ture is less than the increment of tax revenue. Income increases, provided the 
increment in expenditure is greater than the product of the marginal pro- 
pensity to consume and the increment in tax revenue (AG>cAT). 

4. The asymmetry prevalent in almost all discussions of depression 
and inflation reappears in Musgrave’s book, though he comes close to 
pointing it out. In discussing depression policy, he says (p. 445), “we departed 
from a position of unemployment and then examined [1] adjustments de- 
signed to secure a given increase in income. . . . Thus for inflation control, we 
can examine [2] the necessary steps to arrest an inflation in process; . . .” 
(numerals inserted). But [1] and [2] are not parallel cases; in [1], Y is 
steady, and we want to raise it to a given level (full employment); in [2], Y 
is rising, and we want to steady it. The closest parallel to [1] would be knock- 


ing down prices to their pre-inflation level while maintaining full employment, _ 


but this goal is not considered even in theory by Musgrave, probably because 
of an assumption throughout, implicit or explicit, that money wages are rigid 
in a downward direction (e.g., note 1, p. 448). 

5. “While it may be possible to secure expeditious action by Congress when 
the need is for reduction in tax rates, it may not be possible when an increase 
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is needed” (p. 502). This statement may be classed with the other common- 
sense observation that tax increases are not voted in an election year: both, 
incredibly, are belied by evidence (the first, in the ’50’s; the second, in the 
”30’s). 

6. “If the statutory-rate structure is progressive, the ratio ¢ of tax yield T 
to tax base B rises as the tax base increases” (p. 506). This is so only if the 
increment in tax base accrues to the higher brackets in a greater proportion 
than obtained for the initial tax base. Thus it is conceivable that the elasticity 
E, may be less than 1 for a tax with a progressive rate schedule. But perhaps 
the only issue here is the definition of a progressive tax. 

7. The balanced-budget theorem is presented as something that is now 
generally accepted for every-day use, and the almost parenthetical warning 
that this is “only a very special case” (p. 432) seems to be set to one side in 
later analysis (e.g., p. 524). Moreover, entirely aside from the weighty condi- 
tions that Musgrave lists in his footnote, there remain some awkward ques- 
tions of necessary change in money stock or transactions velocity that are in- 
herent in the theorem, which, in some versions, calls for a kind of frictionless, 
instantaneous passage of funds from taxpayer to government. In addition, the 
approximately full effect of the balanced budget increase is not achieved until 
a number of periods have passed, except for the remote possibility that the 
government expenditure on goods and services may be wedged into the time- 
stream quickly enough to put its recipients of wage and profits on the same 
time schedule of respending as the taxpayer himself. 

The high level of theoretical argument in the treatise is unhappily marred 
by mechanical failure in many spots in the form of printer’s errors or slips of 
the pen. Especially bothersome are the reversals of “decline” and “rise,” 
“elastic” and “inelastic,” and similar couples, and the occasional omission of 
the negative. Those who purchased the first printing will want to obtain the 
mimeographed errata sheet, but this list does not catch all the slips by a con- 
siderable margin. There are at least two dozen more each of typographical 
and author’s errors, to which are added certain inaccuracies in quotation, to 
be noted below. 


Il. Problems of Practical Application 

A second aim of Musgrave’s treatise, not perhaps easily to be separated 
from the first, appears to be to supply theory of a kind that can be directly 
applied to concrete cases, to help obtain answers for a given time and place. 
At least this aim is indicated in the preface, and in the passage to be quoted 
below. Here, the success achieved is severely limited. The difficulty lies in the 
choice of problems. The issue is a familiar one, and has already been touched 
on, above, but seems worth some elaboration. 

If the author’s aim is to supply us with a technical handbook, to which we 
may turn for an answer when we deal with problems in the field, one can 
only say that the difficulties encountered in making use of the volume in this 
way are insuperable. The world is too complex to allow us to be reasonably 
well covered even by the multitude of combinations offered in this book. More- 
over, as already noted, many of the combinations of postulates are not yet 
readily observable, or at least not quantifiable, in the real world. We have only 
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to look at the testimony given in recent years before the Joint Economic Com- 
mittee, or at the symposia on current depressions or inflations in scholarly 
journals, to observe how little use is made of the formulae available in the 
handbook. It seems not sufficient to invoke the fact that “considerations of 
incidence play an important part in the immediate needs of tax legislation, 
and properly so” (p. 364); there would appear to be little point in presenting 
to the legislator a list of “unverified hypotheses” just because they concern 
important problems. Nor does the argument seem to be well supported by the 
remainder of the same sentence: “this being the case, the social scientist, un- 
like the astronomer, cannot postpone judgment [answers?] until a wholly 
conclusive proof can be given.” But although astronomers may, in some sense, 
feel free to act in this way, they in fact do not; and if they did, the admoni- 
tion might better be reversed; for it may be argued that mistakes by astrono- 
mers (abstracting from the space age) have less serious consequences for man- 
kind than mistakes by economists—except that the public listens to astrono- 
mers. 

Thus, with respect to the second aim here attributed to the book, much of 
the powerful and sometimes intricate reasoning of Parts III and IV is largely 
unusable; it does not help us to help the legislator move closer to generally 
accepted goals such as full employment, a stable price level, perhaps a reduc- 
tion in the degree of inequality of income, and so on. 

Are the prospects better for the years ahead? The lack of usefulness, so far, 
of many of the propositions may be due to the fact that the task of setting up 
the theory is not yet complete; perhaps a few more years, or decades, of con- 
tinued thought will finally produce the engine that we need. Or, the theory 
itself is reasonably complete, and it is only a matter of time before the quanti- 
tative material that needs to be fed into the analytical machine will become 
available. But there is another view, more pessimistic, which doubts that the 
bulk of the refinements in the present-day economics of public finance will 
ever prove usable in specific cases. The thesis may be illustrated somewhat as 
follows on the macroeconomic side. In the ’twenties and in the opening years 
of the ’thirties, the generally accepted economics of public finance was a weak 
mixture of unconnected conjectures, backed by a muddled state of mind that 
resulted from drawing implicit macroeconomic conclusions from microeco- 
nomic reasoning. Congress in 1932 enacted the largest increase in income tax 
rates that the country had ever known, not excepting the first world war, and 
no article appeared in any journal of economics or public finance condemning 
that action. Kahn, and Keynes, and Hansen, and others, then turned us 
around, and set us in the right direction. This was a sufficiently great achieve- 
ment. Yet there is a tendency to believe that much more has been accom- 
plished. Tax rates should not be raised in a depression, but by how much, and 
when, should they be lowered? There has been, for example, no open discus- 
sion in economic terms of why the entire tax system should not be suspended 
when recession develops, to be set in motion again only when full employment 
is regained. For the time being, there seems little prospect of reliable advice 
that will embody much of the more refined, implicitly quantitative, proposi- 
tions, as distinguished from directional prescriptions, that make up so large 
a part of the present volume. 
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Nor are things much better, for policy purposes, on the microeconomic level, 
the subject of Part III. What is known, so much better than before—and this 
knowledge is clearly set forth in Musgrave’s elegant presentation—is how 
many different outcomes are possible. Thus the income tax, as shown by von 
Mering and Cooper, among others, may increase or may decrease the supply 
of work, but we do not yet have more than a hint of the particular rate scale 
that will prove close to the border line, and no way is suggested of finding out 
how far the present rate scale pulls in one direction or the other. Again, what 
is actually happening today, in the United States, under the corporation in- 
come tax (relative to some other tax) remains about as great a mystery as 
ever. 

If these familiar misgivings are aired once again, it is certainly not in 
criticism of Musgrave for having written the treatise he has. Who can be sure 
which road will be the most fruitful? And in any event, there are the indis- 
putable advantages of thinking through this kind of theory. We can discard 
theorems now found to be erected on conflicting assumptions or with faulty 
logic, and ready our minds to seize on significant relationships as we scan 
the recorded data. The aim of these remarks is only to suggest that since the 
revolution in macroeconomics has now thoroughly penetrated public finance, 
and since the incisive work of Edgeworth and Pigou has been filled in around 
the corners and the bends, there is now occasion, more so than ever before, to 
develop some relatively neglected paths in the theory of public finance. Some 
trails may start deep in the tangled thicket of facts. The incidence of the 
corporation income tax, for example, may be studied, in a very tentative and 
even fragmentary way, by trying to link the phenomena of changes in the 
corporation income tax rate with the pricing practices of say, the fifty largest 
corporations in the country. Other paths may lead into new branches of fairly 
abstract theory: for example, the “shifting and incidence,” or their ana- 
logues, of free government services. Still others may be explored jointly by 
economics departments and law schools in a truly intensive search for ways to 
restore horizontal equity to the structure of a tax system that has been warped 
by pressures from particular interests. There remains, too, the neglected task 
of isolating the forces that have shaped public finance systems, and predicting 
what the pressures ahead will lead to. All of these approaches will produce 
theory for public finance. 


III. A Guide to the Literature 


Another aim of Musgrave’s treatise is to indicate, sometimes to chart, the 
intellectual development of a theorem, without attempting a formal history of 
doctrine. The result is a notably useful guide to the literature; it enables those 
of us who lack the author’s breadth of scholarship to turn at once to the rele- 
vant source for further study and comparison. Despite the large number of 
references, there is no overcitation; the reader’s response is that, if only he 
had time, not to mention the language skills, he should read everything that 
this treatise calls to his attention. An understanding yet objective appraisal 
informs the volume throughout; issues are separated neatly and linked in an 
enlightening manner with Musgrave’s own framework: see, for example, the 
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penetrating comment on Lindahl’s conclusion regarding the ability-to-pay 
principle (p. 78). Independent discoveries of the same proposition are noted 
and distinguished (e.g., Bowen and Lindahl, p. 75). These passages of critique, 
scattered throughout the volume, reveal the essence and demonstrate the limi- 
tations of doctrines and theorems. There is nothing in the literature of public 
finance, and very little even in that of economics, that matches Musgrave’s 
combination of analytical appraisal and appreciative understanding of the 
theoretical contributions of others. 

A scattered checking of quotations reveals that the reader who desires a 
formal, scholarly, exactness will feel obliged to go to the originals. Indeed, 
even the sense itself is occasionally distorted by typographical errors or care- 
lessness in transcription. A few substantive slips or inadequacies must be 
watched for: Ricardo was in fact explicit in condemning a special tax on land, 
just on grounds of inequity (cf. p. 158); the brief comment on Shackle’s theory 
does it much less than justice (p. 331); Edgeworth himself extended his para- 
dox to the competitive case (see Vol. II, pp. 63, 122-24, in his Papers), though 
Hotelling’s later independent discovery developed the extension much further 
(cf. p. 302); and the distinguished authors who argued against double taxa- 
tion of saving do not deserve the aside, “strangely enough,” for they chiefly 
objected on grounds of allocation (cf. p. 161). 


IV. Concluding Remarks 


On the whole, the volume is addressed to the nonmathematical reader. For 
the first 400 pages, and in the last two chapters, geometry and algebra oc- 
casionally supplement or extend the prose analysis, without resort to the 
calculus save in a few instances, most of them in footnotes. The chapters on 
compensating tax and expenditure policy, and liquidity aspects of fiscal policy, 
make use of the differential calculus, but it is kept to as simple a level as pos- 
sible; even without this equipment the reader will gain a good deal, if he is 
willing to take the conclusions on faith. This he may safely do, granted the 
postulates, for, in contrast to the literary inaccuracies commented on above, 
the statements in algebra and the calculus, as far as a scattered checking 
shows, are free of logical or typographical errors. One minor reservation may 
be offered, with respect to the system of equations on pages 411-12, where it 
might have been helpful to distinguish the labor-supply function (17-11) from 
the labor-demand function (17-6) by appropriate subscripts and then ex- 
plicitly equate the two. Chapter 20 and in part Chapter 21, dealing with prob- 
lems of growth, demand an understanding of difference equations. 

Musgrave’s book is so rich in analytical content, and covers so vast an area, 
that no review, even one as lengthy as this, can give an adequate impression of 
the author’s achievement. The particular issues singled out for comment here 
could be matched many times over by quite distinct sets, depending on the 
reviewer’s interests and range of competence. The treatise is one that yields 
continued intellectual dividends on successive readings. 
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COMMUNICATIONS 


Soviet and American Inventory-Output Ratios Once Again 


R. W. Campbell in a recent issue of this Review examines the claim that the 
Soviet system “is more economical of working capital than is the capitalist 
system.” He comes to the conclusion that “the Soviet system requires higher 
stocks in relation to flows than does the U.S. economy” [1, p. 565]. However, 
it is well known that the USSR possesses a woefully inadequate transportation 
system, has to cope with a very unfavorable location of many basic raw ma- 
terials, and suffers from a lack of skilled administrative personnel. Therefore, 
it is conceivable that the inferiority discovered by Campbell is really the in- 
feriority of the USSR and not that of the Soviet system. 


Tasie 1—Sates-INvVENTORY Ratios InN SELECTED BRANCHES OF RETAIL 
TRADE IN THE CSR, 1935-1937 anv 1954-1956 


Item 1935 | 1936 | 1937} 1954 | 1955 | 1956 
1. Foodstuffs, department stores 6.0 | 5.9 | 5.9 | 11.6 | 13.0 | 14.2 
2. Cooperative stores 5.4] 5.6] 5.4 
3. Textiles, shoes 3.9} 3.9 
4. Leather goods, toys, drugs, paper products 3.213.213.1] 3.5] 4.0] 4.2 
5. Porcelain, glass, goods, goods | 2.2 | 2.3| 2.7| 3.6| 3.8] 3.8 
6. Average ratio, 1956 trade structure §.7|5.9|5.8| 7.6] 8.2] 8.7 
7. Sales, line 1-5, as percentage of total retailsales | — | — | — | — — | 69.4 


Sources: Lines 1-5: (2, pp. 19-21]. 
Line 6: Weighted average of lines 1-5. 
Line 7: [3, p. 188]. 


It may be interesting to check his conclusions by an analysis of the per- 
formance of some better endowed Soviet-type economy. The Czechoslovak 
Republic (further referred to as CSR) will well serve this purpose. Already 
before the war, this was an “advanced industrial” community, with an excel- 
lent transportation system and well distributed productive facilities. Thus, 
in this case, the conditions will be somewhat more favorable for a fair test of 
the performance of the Soviet-type economic system and for a comparison with 
the United States. 

Some of the official CSR figures (Table 1) indicate that the planners are 
better able to economize resources devoted to inventories than is the market 
economy. Leaving aside for a moment the absolute postwar level of the sales- 
inventory ratio, we may ask what is the explanation for the sharp increases in 
the ratio in 1954-56 as compared with 1935-37. Part of the explanation may 
be a change in the proportion of the total stock carried by the wholesaler. 

* With a population of less than 14 million people Czechoslovakia today stands eleventh 


in the world in the production of electricity, hard coal, and pig iron; ninth in the produc- 
tion of steel and passenger cars [6, pp. 439-44]. 
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While data necessary for direct comparison are lacking, the relative “ineffi- 
ciency” of the Czech wholesale organization (Table 3) points in this direction. 
However, it is conceivable that at least part of the improvement shown in Ta- 
ble 1 is genuine. After the beginning of the war there ocurred a drastic reduc- 
tion in the total number of retail enterprises, most of which was accomplished 
by the German occupants and part of which was accomplished by the Czech 
planners (Table 2). If the data in Table 1 can be trusted, this would suggest 
that economies of large-scale retailing may have been of some importance in 
the 44 per cent increase in the sales-inventory ratio. 

Should the postwar performance reported in Table 1 be typical, the Czech 
ratios of retail sales to retail-held inventories compare favorably with both 
those of the USSR and of the United States (Table 3). However, Table 1 and 
the first part of Table 3 have two shortcomings. The concentrations on selected 
branches of the Czech retail trade and the omission of information about the 


TaBLE 2—NvuMBER OF Stores 1n CSR, SELECTED YEARS 


Year All Retail Stores Food Retail Stores 


1930 200 233 72,345» 
1932-1936 +122,731° 
1949 105, 8954 
1952 94, 258° 34,417° 
1957 78, 675° 30,725¢ 


[4, p. 175]. 
» [5, p. 239]. 
¢ [5, p. 239]. (Only data on absolute changes in the total are available.) 
4 p. 183]. 
p. 294]. 


remaining 30 per cent of retail sales give rise to a suspicion that the official = { 
statistician selected those branches which bear out his bias. In addition, only | 
inventories held by the retail organization are shown. To make a judgment, : 
one has to know in addition the ratio of retail sales to wholesale inventories 7 
and to total inventories. Fortunately, such data exist. I present them also in a 
Table 3, along with the figures prepared for the United States and the USSR. J] 
The table suggests that the performance of Czech wholesale trade is sharply 
below the performance of Russian wholesale trade; sufficiently below to offset i 
the advantage on the retail level and to lead to an inferior over-all per- : 
formance, as shown in the last section of Table 3. Two explanations may be f 
offered. Travelers in the USSR report recurrent shortages of consumer goods; - 
such shortages are rare in Czechoslovakia. In so far as they occur, they tend 
to inflate the turnover of inventories. Similarly, reports indicate that the ‘ 
choice available to the Czech consumer is superior to the choice available to . 
the Russians. If true, this would suggest that the turnover of inventories is 7 
lower because the task faced by the Czechs is more difficult.? 


* This interpretation is supported by the ratios of the turnover of nonfood products to the 
turnover of food products. In the USSR, this ratio was .42 in 1950, .36 in 1945, and .28 in 
1955 [1, p. 564]. In the CSR, the same ratio was .17 in 1952, .15 in 1953, .18 in 1954, .21 
in 1955, and .21 in 1956 [7, p. 258]. 
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Taste 3—Ratios oF SALES TO Stocks FoR RETAIL, WHOLESALE, AND TOTAL TRADE IN THE 
Untrep States, USSR anp CSR, SELECTED YEARS 


Retail Wholesale* Total 

Year 

USA | USSR} CSR USA» | USSR | CSR | USA | USSR! CSR 
1952 5.6 4.8 2.6 2.5 
1953 4.0 -- 16-14 6.6 3.0 2.1 
1954 4.7 5.7 7.6 10-9 11.4 4.2 _— 3.8 3.7 
1955 4.5 8.2 11-16 4.5 3.6 2.9 


tion: lla? value of total inventories per dollar of sales) — (Dollar value of retail inventories 
per dollar\pf sales) = (Dollar value of wholesale inventories per dollar of sales). 
> For the United States none of the total and retail ratios are available jointly for any one 
year; thus direct subtraction to calculate the wholesale ratio cannot be made. The total ratios 
for 1939 and 1948 were assumed to be limiting values to the (unknown) 1953-55 total ratios. 
Sources: United States and USSR: [1, pp. 558, 561, and 563]. CSR: Table 1 and [7, p. 257]. 


a ia retail data are known. Wholesale ratios have been obtained simply by subtrac- 


Tasie 4—CoMPARABLE Ratios OF RETAIL SALES TO TOTAL Stocks IN TRADE IN THE 
Untrep States, USSR, anp CSR, SELECTED YEARS 


Food =25 Per Cent* Food =59 Per Cent 

Year 

USA USSR CSR USA USSR CSR 
1939 3.2 _ 4.5» 
1948 3.1 4.4» 
1952 1.4 35 
1954 2.9 1.6 4.1 
1955 — 2.6 1.7 — 4.0 2.9 
1956 _ 1.7 2.9 


* Adjustment is based on data shown in Table 3 and in footnote 2. 
> Adjustment based on the assumption that the 1951 ratio of the turnover of nonfood to 
food products can be applied. 


However, as Campbell points out, it is important to note that in the United 
States foodstuffs, with their notoriously high turnover, account for one-fourth 
of all retail sales, while in the USSR they account for approximately 50 per 
cent and in Czechoslovakia for 59 per cent of all retail sales.* Thus the data 
presented in Table 3 are really not comparable. To remove this difficulty I 


* Food sales accounted for 58.6 per cent of all retail sales in 1953, 1954, and 1955, while 
in 1956 the percentage declined by one point [3, p. 188]. 
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have recalculated the data using the assumption that in all three countries 
food sales account for one-fourth of all retail sales (roughly the U.S. share) 
and for 59 per cent of all retail sales (roughly the Czech share). The results 
are presented in Table 4. 

Table 4 shows clearly that the performance of the two Soviet-type econo- 
mies is substantially inferior to the performance of the American economy, 
regardless of whether one bases the comparison on the American or Czech 
trade patterns. Actually, the second Soviet-type economy considered here, 
in all relevant respects (degree of industrialization, transportation facilities, 
distances of the producers from markets, administrative personnel) superior 
to the economy of the USSR, is shown to be inferior in inventory perform- 
ance even to the economy of the USSR. Thus, Campbell’s conclusions are con- 
firmed and, I believe, reinforced. 

Boris P. PEsEK* 

* The author is assistant professor of economics at the Michigan State University. 
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The Wage-Push Inflation Thesis, 1950-1957: Comment 


In the December 1958 issue of this Review, Lowell E. Gallaway analyzes 
the following question [2, p. 968]: “What conditions would have had to pre- 
vail for the wage-push inflation thesis to be an adequate explanation of the 
inflation that has characterized the United States economy in the period 1950- 
1957?” In his answer he advances the following two propositions: First, a pure 
cost-induced (wage) inflation is compatible only with an aggregate demand 
for labor function that is perfectly inelastic; if I interpret him correctly he 
rejects this theory as an explanation of the inflation that occurred in the 1950- 
1957 period. Second, the “qualified” wage-push inflation thesis (this thesis, 
according to Gallaway, is that the full-employment goal enunciated in the 
Employment Act of 1946 gives assurance to organized labor that whatever 
unemployment results from excessive money-wage-rate increases will be 
eliminated by federal contracyclical policies) is only valid as an explanation of 
this inflationary period if it “. . . is presumed that the large increase in federal 
government expenditures was deliberately designed to support full employ- 
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ment in the face of excessive money-wage-rate increases” [2, p. 971]. Experi- 
ence in the recessions of 1948-49, 1953-54, and 1957-58, indicates that un- 
employment, irrespective of its cause (cost-induced or otherwise), was not 
counteracted by governmental contracyclical policies. Thus the increased fed- 
eral government expenditures “. . . resulted from factors exogeneous to the 
money-wage-rate employment-level relationship . . .” [2, p. 971]; this pre- 
sumably means the economy did not have a cost-inflationary bias. 

In this note I shall argue that Gallaway’s interpretation of the qualified 
wage-push inflation thesis is too narrow for two reasons: first, he ignores the 
behavior of monetary policy; secondly, trade union leaders do not have to 
believe that “. . . any unemployment effects resulting from excessive money- 
wage-rate-increases will be compensated for by government contracyclical 
policies . . .”[2, p. 968] in order for a cost-inflationary bias to be present in an 
economy. 

An economy can have a cost inflationary bias even though there is no pre- 
sumption that federal spending will eliminate any unemployment resulting 
from excessive money-wage-rate increases. Given the government’s commit- 
ment to the goals contained in the Employment Act of 1946, the Federal Re- 
serve authorities may be expected to pursue a policy of monetary restraint 
cautiously. Otherwise the application of strong doses of monetary restraint 
will bring on the very decline of aggregate economic activity which it is the 
responsibility of the federal government to prevent. 

In 1955 production expanded at a record rate. The index of industrial pro- 
duction, at 123 in August 1954, rose to 130 by December, and to 144 by De- 
cember 1955. The gross national product rose in 1955, 1956, and the first 9 
months in 1957. The consumer price index did not commence to rise until the 
beginning of 1956, and wholesale prices until mid-1955. Although the money 
supply (the total of paper currency plus demand deposits) expanded little 
from the first quarter in 1955 to the fourth quarter in 1957 (the expansion 
was $2.8 billion), a substantial rise in the velocity of money occurred. The 
rate of turnover in the money supply increased by approximately 15 per cent 
from the first quarter of 1955 through the fourth quarter of 1957. This is 
equivalent to a 15 per cent rise in the money supply with a constant velocity. 

These velocity changes simply reflect an increase in the supply of close 
substitutes for money. The public was substituting savings deposits and short- 
term government securities for checking deposits; for this period, the level of 
time deposits expanded from $75.6 billion to $88 billion; balances in savings 
and loan associations increased from $27.9 billion to $41 billion; and the pub- 
lic’s holdings in short-term government securities rose from $25.6 billion to 
$37 billion. The public found it advantageous to economize on its holdings of 
cash, and financial institutions which gained these funds loaned them out 
promptly to spenders. As a result, the turnover of the money supply was ac- 
celerated causing trouble for monetary policy [3, p. 180]. 

To be sure the government moved rather promptly to curb the inflationary 
forces generated during 1955. But if these anti-inflationary policies are viewed 
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in their entirety, it is clear that they were half-hearted, especially if viewed 
against the measures that had previously been adopted to resist recession. No 
increase in reserve requirements was undertaken; long-term bonds were not 
issued by the Treasury between the summer of 1955 and the fall of 1957; the 
discount rate was raised in a series of small steps; and the Federal Reserve 
system did not initiate a continuous deflationary open-market policy—the 
holdings of securities by the system were practically as large at the end of 
1956 as at the end of 1954. In short the monetary authorities were reluctant 
to initiate a vigorous restrictive monetary policy to compensate for the rise in 
the velocity of money during this period [1, p. 38]. Under these conditions, a 
cost-inflationary bias was injected into the economy because the monetary 
authorities were unwilling to control the volume of bank credit. 

In times of full employment, it is the action of monetary authorities which 
determines the stability of the price level. And a qualified wage-price inflation 
thesis that only emphasizes federal spending is inadequate. Excessive money- 
wage-rate changes can be compensated for by a rise in the quantity of money 
or its velocity. It is precisely the willingness of the monetary authorities in 
most countries to feed the stream of monetary demand sufficiently to accom- 
modate excessive money-wage-rate increases that enables the wage-push proc- 
ess to operate; or alternatively, the unwillingness of the authorities to counter- 
act the more active use of the existing stock of money induced by cost in- 
creases or mild credit restraints. 

Whether trade union leaders believe that the unemployment resulting from 
excessive wage rate increases will be compensated for by federal contracyclical 
policies is irrelevant. (It is hard to believe that any American trade union 
leader believes this, especially in light of both Democratic and Republican 
administration reluctance to use such policies since the passage of the Employ- 
ment Act of 1946.) Union leaders only have to be aware of the fact that wage- 
rate increases do not cause continuous unemployment; given this empirical 
observation, they will reintensify their upward pressure on wage rates. What 
is needed is to include in the Employment Act of 1946 the goal of reasonable 
stability of prices. If the control authorities were to feel as keenly about this 
as they do in regard to production and employment levels, the wage-push- 
inflationary thesis might become only of interest to economic historians. 

Dub ey W. JoHNson* 


*The author is assistant professor of economics at Lehigh University. He wishes to 
acknowledge indebtedness to his colleagues Elmer C. Bratt and Herbert M. Diamond for 
valuable criticism of this paper. 
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The Wage-Push Inflation Thesis, 1950-1957: Reply 


I will confine my remarks to what I consider to be Dudley Johnson’s pri- 
mary argument, viz., actions of the monetary authorities compensated for any 
potential unemployment effect implicit in money-wage-rate increases in the 
period 1955-1957." If this position is valid, my interpretation of the recent 
price inflation would have to be revised. 

Johnson’s argument seems to rest primarily on his contention that, “In 
times of full employment, it is the action of the monetary authorities which 
determines the stability of the price level” (p. 1035). He argues that during 
the period 1955-1957 the cost-inflation process could operate without any 
unemployment effect because of a substantial increase in the velocity of 
money. This increase, he contends, was the result of (1) a permissive atti- 
tude on the part of the monetary authorities, and (2) changes in the price 
level which were induced by cost increases. I draw these inferences from 
his statements that (1) “a cost-inflationary bias was injected into the econ- 
omy because the monetary authorities were unwilling to control the volume 
of bank credit” (p. 1035), and (2) the wage-push process may be 
allowed to operate because of the “‘unwillingess of the authorities to counter- 
act the more active use of the existing stock of money induced by cost in- 
creases or mild credit restraints” (p. 1035; my italics). I must disagree 
with both counts of Johnson’s interpretation of the increase in the velocity of 
money in this period. 

With respect to his argument that the monetary authorities were “unwill- 
ing” to control the expansion of the effective money supply that resulted from 
the increase in velocity, I would suggest that rather than being “unwilling” to 
control this phenomenon, the monetary authorities found themselves “unable” 
to control it within the existing framework of controls. In the words of A. G. 
Hart, “if the public chooses to shift the form in which it holds its cash in time 
of credit stringency, the limits set by reserve requirements are by-passed. 
Since the rise in interest rates induced by such a stringency increases the rela- 
tive attractiveness of time and government securities, and thus sets up incen- 
tives for such a shift, this weakness in the control system is very real, as we 
experienced in 1955-1957” [1, p. 182]. 

The argument that the pressures which produced the change in velocity 
originated in increased costs is, unfortunately, not buttressed by any empirical 
evidence. I suggest that a more accurate explanation of the forces which pro- 
duced the change in velocity may be had by considering equation (1): 


(1) C+I+G=PO0O 


where consumption expenditures (C) are some function of disposable income, 
P equals the price level, and O equals the level of output. During the period in 
question,? government purchases of goods and services (G) increased about 


* Johnson’s comments with respect to trade union leader attitudes merely broaden the 
scope of the qualified wage-push inflation thesis sufficiently to enable him to consider the 
role of monetary policy in the inflation process. 

? Comparisons are between annual rates for first quarter 1955 and annual totals for year 
1957. 
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$10 billion and gross investment expenditures (/) increased about $18 billion. 
In the meantime, net government receipts increased by about $16 billion. The 
net effect of these changes was a substantial increase in aggregate effective 
demand. This, while the economy is operating at full employment levels, will 
obviously increase the price level. According to the equation of exchange, an 
increase in P with little change in O will produce an adjustment in either the 
quantity of money (M) or its velocity (V). As Johnson points out, in the 
period 1955-57 the adjustment took the form of an increase in the velocity of 
money. While a possible case can be made for the increased expenditures 
resulting from cost increases, it seems highly unlikely that a rise in costs re- 
sulting from excessive money-wage-rate increas: would stimulate an $18 bil- 
lion rise in gross investment expenditures and a 910 billion increase in govern- 
ment purchases of goods and services.* 

In summary, the period 1955-1957 was characterized by excessive aggre- 
gate demand which put pressure on the money supply (MV) through an in- 
crease in the velocity of money. This increase in velocity then permitted the 
pressures from the aggregate demand side to exert their impact on the price 
level. This pattern of events illustrates rather aptly the weaknesses of monetary 
policy (even at levels of full employment). Consequently, I contend that a 
qualified wage-push inflation thesis that ignores monetary policy is not too 
narrow. 

LowELL E, GALLAWAY* 


REFERENCES 
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* Government purchases of goods and services ran at an annual rate of $75.8 billion in the 
first quarter of 1955 and $85.7 billion for the year 1957. If it is assumed that the cost to 
government of these goods and services moved in line with the wholesale price index (110.2 
in first quarter 1955 and 117.6 in 1957), about half of the increased expenditures can be 
explained. However, this does not answer the basic question of whether these price increases 
were cost-induced or demand-induced. 


* The author is assistant professor of economics at San Fernando Valley State College. 


Time-Preference and Economic Growth: Comment 


In a recent note [4] appearing in this Review, Wassily Leontief provided 
“a relatively simple method of graphic presentation and analysis . . .” of time 
paths (involving many time intervals) of investment, capital, income and 
consumption that are said to be the consequences of maximizing behavior. 
Many years ago Irving Fisher, on whose pioneering analysis Leontief’s paper 
is based, ended his brilliant graphical exposition of the two-period paths on 
a pessimistic note for the literary economist. Regarding the possibility of an 
extension of the diagrams to plans involving many periods, he concluded: “The 
truth seems to be that no complete visualization of this difficult problem is 
possible. The only complete symbolization which seems to be possible is in 
terms of mathematical formulas. . . .” [1, p. 287]. 
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It is the purpose of this brief note to demonstrate that, much like Hayek 
[3] [2, Ch. 17-18] before him, Leontief has in fact not succeeded in solving 
the problem. Because he overlooks some crucial intertemporal relationships, 
his time paths of economic development do not have the maximizing proper- 
ties claimed for them. 

Leontief’s graphical solution of how much to consume and how much to add 
to the capital stock at each point in time can be represented by what I will call 
Leontief’s fundamental equations: 


(1) = MPP'MUy‘ 


The term on the left is the marginal utility from consumption at time ¢. The 
first factor on the right is the marginal physical product from investment at ¢ 
in the production of perpetuities of income commencing at ¢ + 1. This is pos- 
tulated to diminish with increases in the capital stock. The second factor on 
the right is the marginal utility derived from the claim to such a perpetuity 
commencing at ¢ + 1. Given an initial capital stock at ¢ = 1, an income for 
this point in time is determined by the production function. As long as all 
the income is consumed—no more, no less—the capital stock remains un- 
changed and the same constant income will be produced. But how much 
should be consumed and how much added to the capital stock in order to 
maximize the satisfaction of the decision-maker? The first equation in the set 
(1) says that the income at ¢ = 1 should be divided between current con- 
sumption and additions to the capital stock so that an extra unit of income 
will give the same extra utility if consumed at ¢ = 1 as will the claim to the 
MPP" units of perpetuity that can alternatively be produced with such an 
extra unit of income. This determines consumption and capital formacion at 
t = 1. It also specifies the capital stock at ¢ = 2 and hence income for ¢ = 2. 
Similarly the solution of the second of Leontief’s fundamental equations 
determines the allocation of income for ¢ = 2 between consumption and invest- 
ment; and so on for succeeding time periods. Of course, we need not write any 
of the equations once the stationary state in which all of the income is consumed 
is reached, since the solution for every one of these is identical. 

The clue suggesting that the plan sketched out by Leontief’s process fails 
to maximize the utility function of the decision-maker is provided by the char- 
acteristic that decisions are made seriatim. The consumption-investment 
choice for t = 1 is made without regard to and quite independently of the al- 
location of the output at subsequent points in time. Similarly for the alloca- 
tions at ¢ = 2, 3. . . . Thus, the amount to be added to the capital stock at 
t = 2 is the same whether beginning with ¢ = 3 all income each year is to be 
consumed or only 20 per cent each year is to be consumed. Surely it is im- 
possible to decide how much output at each point is to be allocated to con- 
sumption and capital formation without taking explicit account of how high 
the marginal utility of consumption and the marginal productivity cf capital 
will be at each later date. After all, each one of these decisions determines how 
large the capital stock and consumption at each of these time points will be. 
It almost seems as if Leontief’s solution is a plan which determines consump- 
tion for each day under the assumption that on the following day all income 
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is to be consumed, when in fact the analysis involves the determination of how 
much is to be consumed each day. 

An optimal plan through time must meet a crucial test. Regardless of what 
the total quantity of capital is to be at some particular future point in time, 
say at ¢ = T (and what this amount is to be is, of course, itself to be de- 
termined), so that the sum of the capital additions for all periods from say 
t = 1 tot = T is specified, it must be impossible to raise what Leontief refers 
to as the “level of welfare,” i.e., ordinal utility, by increasing capital for- 
mation at any one point in time and reducing it by the same amount at any 
other point in time. For instance, in the plan illustrated by Leontief’s Figure 
1, consider the capital stock at ¢ = 3 specified at the stationary level de- 
termined by him. Since the capital stock at ¢ = 1 is given, the total capital 
formation over the interval from 1 to 3 is determined. The crucial test is: 
Reshuffle (arbitrage) the total investment between the first two time periods; 
increase capital formation by a unit at ¢ = 1 and decrease it by a unit at 
t = 2, or vice versa; this must not increase total utility. Leontief’s solution 
fails this test. 

The issue is clarified and dramatized if we associate some numbers with 
Leontief’s example given in his Figures 1 and 2. We select a utility index so 
that each indifference curve has associated with it the utility: 


U = + In Vis 


where C; stands for the consumption scheduled for ¢ = i (measured on the 
horizontal axis in his Figure 1) and Y;+1, for the perpetuity of income com- 
mencing at ¢ = i + 1 (measured on the vertical axis). These are seen to be 
indifference curves with the conventional diminishing marginal rates of sub- 
stitution (MU¢/MUy = .2Y;.:/C;), and the marginal utilities are diminish- 
ing. As production function (Leontief’s Figure 2) we choose for simplicity the 
segmented linear function:* 


Y = 8K 0<K<8 
=64+.6 (K — 8) 8<K < 14.755 
Y = 10.454 + .35 (K — 14.755) 14.755 << K < 16 

Y = 10.889 + .2 (K — 16) 16<K 


where K is the capital stock (measured on the horizontal axis of Figure 2). 
The coefficients of K are, of course, the marginal physical products of capital 
(MPP), and these are seen to diminish by steps as the capital stock grows. 
We suppose that the given initial capital stock, K, = 9. This is seen to imply 
an initial income, Y; = 7. 

By careful plotting or by applying Leontief’s fundamental equations the 
capital-investment-consumption-income allocation through time can be ob- 
tained (see part A of Table 1). This is Leontief’s solution. As in his own 


*For the smooth production function illustrated by Leontief in Figure 2 (but not in 
Figure 1) it is logically impossible for his stationary state to be reached in three time 
periods. This state can be approached only in the limit as the number of time periods 
becomes infinite. Readers familiar with the theory of the cobweb cycle should have no 
difficulty in proving this. 
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graphical example, a stationary state is reached at ¢ = 3. Part B of Table 1 
gives an alternative solution which is also permitted by the technology. Part 
C illuminates the differences between the two paths of economic development. 
The two plans are identical beginning with ¢ = 3. They differ in that in the 
alternative plan more of the total capital formation occurs at ¢ = 1, requiring 
a corresponding contraction of consumption at ¢ = 1. This leads to a higher 
level of income at ¢ = 2, and consumption for this date is increased not only 
by the amount of investment released by added investment of the previous 
period, but also by the fruits (interest) borne by this additional investment. 
Of course, where the two plans differ, Leontief’s fundamental equations are 
not satisfied by the alternative plan. Its consumption-perpetuity points are not 
given by tangencies in Leontief’s Figure 1. 

To show that the alternative plan raises “the level of welfare” above that 


TaBLe 1—Capitat, Income, INVESTMENT AND CONSUMPTION THROUGH TIME 


A. The Leontief Plan B. An Alternative Plan 
1 9.000; 7.000) 3.889) 3.111} 9.000) 7.000) 5.000) 2.000 — | 1.111) —1.111 
2 12.889} 9.333) 3.111] 6.222] 14.000} 10.000] 2.000} 8.000) +.667| —1.111) +1.778 
3 16.000) 10.889) 0 10.889] 16.000) 10.889) 0 10.8389 
4 16.000) 10.889) 0 10.889) 16.000) 10.889) 0 10.889 


reached by the Leontief plan it is only necessary to show that the total 
utility associated with the alternative plan is greater than that associated 
with the Leontief plan. This is a simple computation since the two plans yield 
identical utility except for tha: derived from Ci, C2, and Y,. Entering the 
magnitudes for these quantities for the alternative plan in the utility function 
and subtracting from this total the utilities derived from the magnitudes for 
these quantities in the Leontief plan, we get a positive number, namely: 

.2(In 2.0 + In 8.0) + In 10 — [.2(In 3.11 + In 6.22) + In 9.33] = .04 
Of course, the magnitude of this difference is of no significance; only the sign 
counts. Thus, we show that if we rearrange total investment in the Leontief plan 
among only the first two periods, leaving the plan unchanged in all other 
respects, the level of total welfare can be increased. In geometric terms this 
means that regardless of what particular ordinal utility index is assigned to the 
indifference curves of Leontief’s Figure 1, the decision-maker can profitably 
go to a lower indifference curve for ¢ = 1 by moving the point P’, in a north- 
west direction along the “exchange line” and thereby be on a higher indiffer- 
ence curve for ¢ = 2 than is the point P’,, and one which is sufficiently higher 
to make this worth while. 

The alternative plan is itself not the one that maximizes the level of welfare 
—it is only better than Leontief’s. Indeed for the same reason that total wel- 
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fare is increased by switching investment in the Leontief plan between the 
first two periods, so can it be improved even more by further arbitraging also 
between the other time periods. Thus it can be demonstrated that the station- 
ary state of Leontief’s solution slated to begin at ¢ = 3, must in an optimal 
solution, in fact, not begin at ¢ = 3. It can also be shown that the capital 
stock-income-consumption quantities of the Leontief stationary state are, in 
general, not those associated with the plan that maximizes total welfare. 
Both Hayek and Leontief attempted to use the income perpetuity concept 
to solve the problem which Fisher could not handle without it. They both 
thought that this would turn the trick. Since it fails to accomplish its purpose 
and since, in the first place, it is not easy to comprehend why such perpetuities 
should enter the utility function in addition to the stream of consumption, it 
might be more fruitful for those interested in the considerations dealt with by 
Leontief’s note to return to the study of the Fisher-Ramsey versions of the 
model in which welfare is derived from the stream of consumption alone. 
Frep M. WESTFIELD* 
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Time-Preference and Economic Growth: Reply 


In my note, economic growth is described as a continuing, unending process 
the path of which is determined by a never-ending sequence of choices. Par- 
ticularly important, from this point of view, is the fact that the explicit 
time-horizon of each one of these successive choices is much shorter, in princi- 
ple infinitely shorter, than is the span of time covered by the dynamic process 
as a whole. Thus while each step, being determined by a conscious act of 
choice, satisfies certain maximizing conditions, this sequence as a whole does 
not. Its path can be compared to the course of a dog running across a field 
toward his master, while the master walks along a road. The dog’s path will 
usually describe a gentle arc, while the fastest way of joining his master would 
be to run along a straight, properly aimed intercepting line. 

To demonstrate the general properties of my dynamic system on two- 
dimensional graphs, I had to base my simple illustration on the simplest possi- 
ble kind of intertemporal choice with a horizon extended over only two dis- 
tinct successive positions—“this year” and the “next year and all years there- 
after.” The second position also summarizes expectations concerning the 
consumption possibilities in all the subsequent years. 

Westfield, on the other hand, considers the process of economic growth as 
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being determined over its entire length in one piece, by a grand act of one 
single choice. To be consistent, he mst also assume that his choice is based 
on a full and a correct knowledge of 2!l relevant conditions from now to the 
end of time; or, perhaps one should say, to the very end of the growth process. 
If my approach is right, a country could most likely profit, as Westfield’s 
numerical example shows, by revising some of the choices made in the remote 
past; if his view is correct, it would not want to change, even in the light of 
later knowledge, any of the decisions made before. His is a sophisticated dog 
who follows the shortest, straight intercepting course. 

Westfield’s problem of maximizing utility—by planning the allocation of 
income between consumption and investment—-over long intervals of time is 
certainly of considerable interest in itself. If it were not, why should Frank 
Ramsey have brought it up thirty years ago, and why should the operations 
researchers and dynamic programmers of today be solving it in so many 
different forms? I would also not deny that a model of economic growth more 
elaborate than that presented in my note should and could easily be based on 
a choice-horizon longer than a two-periods interval in time. Let me repeat, 
however, that the crucial difference between Westfield’s assumptions and those 
which I preferred to make lies not in the absolute extension of that horizon, 
but in its length relative to the duration of the entire dynamic sequence that 
we analyse. If each individual choice is based on a forward view in time which 
is at least somewhat shorter than the process as a whole, the general properties 
of economic growth are correctly displayed not by Westfield’s model but by 
mine. The one-shot, pure decision processes which he sets up—if one could 
visualize it in the context of economic growth—cannot possibly have stable 
or unstable equilibrium solutions as described in my note; there would be 
one, the best of all possible solutions, and that is all. As soon however as 
one choice is assumed to be followed by a second, a third, and so on, the 
problem of stability of any possible repetitive stationary equilibrium position 
must arise. ‘ 

Westfield’s treatment of his own problem of maximizing utility over time 
seems to contain a logical flaw. In constructing the numerical example shown 
on his Table 1, he uses a utility index of the limited-horizon type, as I do. 
Among the factors on which the level of utility is supposed to depend, this 
type of function usually contains a variable which summarizes the possible 
alternative effects of action taken within the fixed time-horizon on the events 
which will occur later on, and which the decision-maker cannot anticipate in 
full detail. In the utility function used in my note, the role of such a terminal 
variable is played by the magnitude of the (possible) perpetual annual income 
which could be earned beginning with the “next” year. (Considering the 
simplified production function which I assume, I could have used instead the 
stock of capital accumulated by the beginning of the “next” year.) In West- 
field’s formula, 

U = 0.2 InC; + 


the annual level of the perpetual future income stream is represented by 
Y;+1, while C; stands for the amount consumed “this” year. But his decision- 
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maker—in contrast to mine—is supposed to base his choice on a full and 
accurate prediction of all possible courses of events not only in “this” and in 
the “next” year, but separately for each one of the future years beyond that 
and up to the very end of the process of economic growth. Yet Westfield com- 
putes his own Alternative Plan on the basis of the limited-horizon function 
shown above. The internal inconsistency of this procedure shows up when he 
goes on to demonstrate the superiority—in total utility terms—of the Alterna- 
tive Plan over what he labels in the table The Leontief Plan. By substituting, 
for the numbers which he uses, the corresponding letter symbols, we find that 
the utility function on which Westfield bases this computation has the follow- 
ing general form: 
U = 0.2 (InC; + InC;.1) + InY; 1. 


It is not only different from and incompatible with the utility function actu- 
ally used by him to construct the numerical examples in the table, but it also 
makes little sense when considered by itself. This shows that a limited- 
horizon function with a terminal term cannot be used to formulate the prob- 
lem of maximizing utility over time if the total length of the period over which 
utility is supposed to be maximized exceeds the length of the time-horizon 
covered by the utility function which one intends to maximize. 

To interpret the process of economic growth as if its path were determined 
by one single and infallible rational choice, it is necessary to assume the 
existence of a utility function which shows the level of utility depending 
simultaneously on the levels of consumption not in two, three or even twenty 
years, but in all the years over which the process of economic growth extends. 
Such a function could, for example, be of the following form: 


U = 0.2(InC, + InC, + InC, +. . . + InC,). 


For purposes of the actual application of his own theory, Westfield should be 
able to identify in an empirically meaningful way the “first year” in which the 
grand choice supposedly is made, as well as the “mth year” in which the process 
of economic growth is assumed to end. I can not see how this can be done. 
Wassity LEONTIEF* 


* The author is professor of economics at Harvard University. 
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BOOK REVIEWS 


General Economics; Methodology 


Economic Synthesis. By Boris IscupoLpin. New Delhi: New Book Society of 
India, 1958. Pp. 543. $6.00. 


This book covers more than one phase of economics. Occasionally it is a 
history of both familiar and little-known economic thought, sometimes a 
critical analysis of economic ideas both old and current, then often a summary 
and description of economic theory. All of these facets are treated from time 
to time on an elementary, intermediate, or advanced level. The author’s 
stated objective is to contribute a genuine synthesis of socio-economic prob- 
lems which will reconcile the “sound hard core of neoclassicism . . . and the 
modern popular and somewhat arrogant Keynesian train of thought.” The 
synthesis should in the author’s view combine “the natural-scientific method 
with the social scientific method,” using statistics “as a supplementary tool 
for verification and illustration of non-universal generalizations.” However, 
statistics are little in evidence and the author pointedly eschews a mathe- 
matical approach. An attempt is made discursively to integrate religion, 
natural law, genetics, and other immaterial factors into economic science. 

The Ischboldin synthesis reaches its climax in the last three chapters, where 
he presents a socio-economic balance sheet (inspired by Manfred Berliner 
and Othmar Spann), his ideas on social rent, and arguments for an integrated 
rather than a narrow economic methodology (i.e, one which confines itself 
to explaining the subject exclusively from either an empirical, deductive, 
mathematical, or historical approach). The synthesis often fades from view, 
though there are intermittent references to the ethical or naturalistic aspects of 
economics. 

The difficulty with the author’s synthesis is that the real problems remain 
unsolved. Economists recognize that many metaphysical elements bear on the 
economic problem directly or indirectly. The difficulty has always been in 
quantifying and containing their influences within a meaningful framework. 
While Ischboldin believes this can be done—many economists would like to 
see it done—the author, perhaps inevitably, did not demonstrate in concrete 
terms how it might be done. It is the dependable measuring rod that will 
aptly fit these factors into the macroeconomic model for which many social 
scientists have vainly sought. 

The book also has difficulties in style, format and organization. The writing 
is often awkward, pedantic, and frustrating. The ideas are listed by number 
throughout, which has a deadening effect. There is frequent reference to 
foreign economists without establishing the context of their ideas. Despite its 
impressive inclusiveness of names and ideas, the book has no index. More 
important than these, however, the author failed to conceive a unity of 
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purpose and design, either in subject or in the audience for whom the study 
was intended. History, analysis, criticism, original ideas, review, questions 
elementary and esoteric—all these are intermingled. 

Notwithstanding these basic shortcomings— some the publisher’s fault— 
this book has value. The chapters on Utility and Wants, Value and Valuation, 
Labor and Wages, Rent and Interest offer unusually exhaustive examinations 
of these concepts and some new alternately illuminating and controversal in- 
sights for student or specialist reading. The author contributes, though all too 
briefly, ideas of dozens of economists seldom if ever dealt with elsewhere. 
Moreover, Ischboldin’s “Social Limits of Profitability,” his “Socioeconomic 
Balance Sheet,” “Social Rent,” and his attempt at a synthesis give the book 
an unconventional and interesting flavor. 

This work is also notable for stimulating thought about studies the author 
could fruitfully develop further. Russian economic ideas and practice, obvi- 
ously alive and familiar to Ischboldin, and the Soviet social accounting system 
briefly described in Chapter 21 deserve full coverage. The many little known 
economists, fleetingly met here, warrant full elaboration. Theoretical differ- 
ences between the author and Keynesian and Hicksian economics plead for 
resolution. The “Social Balance Sheet” lacks rigorous examination, particu- 
larly as to quantification problems. All of these are intriguing glimpses one 
gets from this work. 

Thus the reader is frustrated between a desire to know more of these topics 
and the impulse to skip so much that is familiar in between. A more limited 
objective may have given us more efficient and penetrating use of the author’s 
original and learned mind. Nevertheless, in its panoramic sweep of old and 
new terrain, its flashes of originality, and its fearless grappling with meta- 
physical phases of socio-economics, the book is impressionable reading. 

RICHARD J. WARD 

New York City 


Economics in Action. By Harry G. Bratnarp. New York: Oxford University 
Press, 1959. Pp. xvi, 441. $5.50. 

Brainard has written a solid elementary text designed primarily for a one- 
semester terminal course for nonmajors. The book is of the nonencyclopedic 
variety and is therefore necessarily selective in its range of materials and in 
the depth of coverage accorded to the topics chosen for discussion. 

Part I devotes chapters to scope and method, the economics of production, 
the conditions surrounding the factors of production in the United States and 
money and banking. The chapter on scope and method gives a conventional 
account of the circular flow and “the four basic problems which any economy 
must solve.” The chapter on production, a refreshing reversion to the old- 
fashioned texts, is effectively developed through contrasting the U. S. economy 
with those of the underdeveloped countries. The chapters on the factors of 
production are a model of compact elementary presentation. The section 
devoted to U. S. agriculture is the best textbook discussion which the reviewer 
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has seen. Why the author chose to discuss money and banking in a part de- 
voted to the setting of the economy rather than in conjunction with stabili- 
zation policy is unclear. The treatment, though competent, is thin, and a 
reasonably thorough discussion of monetary policy is not presented anywhere 
in the book. 

Part II is devoted to the pricing of goods. Partial-equilibrium analysis is 
used, and the bulk of the discussion is of the competitive case. Supply and 
demand curves are developed and applied to the usual problems in the usual 
way. More attention is devoted to the cost curves of the individual firm and 
their influence on supply than has become customary in elementary texts. An 
instructive chapter is devoted to government interferences with the price 
system. There is no systematic discussion of the theory of income distribution. 
This part serves the purpose of the elementary course well, since the student 
should come away from it with a clear notion of the opportunity cost concept, 
and an adequate grasp of the principles of resource allocation. 

Part III discusses, in turn, national income accounting, the theory of in- 
come determination, the business cycle and stabilization policy. The chapter 
on national income accounting is well done. In his treatment of the remainder 
of these topics, the author has chosen to economize on space. The wisdom of 
this choice is a matter of taste, and it may well be that the typical elementary 
course devotes too much time to these topics, but the potential user of this book 
must realize that the discussion of the pressing domestic problem of the joint 
pursuit of full employment and price stability is sketchy. The final chapter of 
Part III treats economic growth. In the experience of the reviewer, an appreci- 
ation of the problems of economic growth is extraordinarily difficult to convey 
to sophomores. Brainard seems to have solved this problem, and this out- 
standing feature of his book represents a real contribution to the teaching of 
elementary economics. 

Part IV deals with the public economy, and Part V with the international 
economy. The choice of material is felicitous in both cases and the inter- 
national section compares most favorably with other text treatments. 

The reviewer’s chief quarrel with this book, and with most of its com- 
petitors for the elementary course, is its lack of an explicit discussion of the 
issues involved in declaring one constellation of economic events superior to 
another. After all, a good deal of the elementary course is devoted to improv- 
ing the student’s basis for policy evaluation. It may be that the recent logical 
critiques of welfare economics have made textbook authors gun-shy in this 
area. Yet they should remember that economists are better fitted to discuss 
these problems than editorial writers, that economics is unique among the 
social sciences in having an extensive normative literature, and that it may 
well be that among the chief contributions that the elementary course can 
make is a clarification of the value judgments inherent in alternative policy 
courses. 

WiLt1AM WoLMAN 

Washington State University 
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Economics: Principles and Policy. By Roya. Branpis. Homewood, IIL: 
Richard D. Irwin, 1959. Pp. xvii, 340. $6.00. 

In style, this text is almost uniformly easy and direct. At his best, the 
author has a knack of presenting economic ideas in a clear, succinct manner. 
In organization, microeconomics precedes macroeconomics. The topical cover- 
age follows, in the main, traditional lines; but the characteristic which makes 
the book unique is its brevity. The text’s 340 pages are very short pages. 

One reason for the above-mentioned brevity it the author’s terse, concise 
style. A good example is the following, taken from the discussion of inter- 
national economics: “Comparative advantage is a relative matter. If labor is 
‘expensive’ in the United States, it is only because capital and land are both 
‘cheap.’ If a foreign nation has ‘cheap’ labor it is only because capital or land 
or both are ‘expensive’ there. . . . If the Swiss have a comparative advantage 
in the production of watches relative to the United States, then the United 
States must have a comparative advantage in the production of some other 
product relative to Switzerland” (pp. 270-71). 

Brevity is also achieved by the elimination of much descriptive material. 
The author has omitted topics which he feels do “not contribute significantly 
to the student’s understanding of the major policy problems of our economy” 
(p. ix). Examples are: methods used in the selection of government com- 
mittees, statistical methodology of government agencies, and statistics of 
certain kinds. While much descriptive material can with benefit be left out, 
there are definite limits to this practice. A case in point is the author’s treat- 
ment of the general field of government and business (pp. 103-7). No at- 
tempt is made to use such apt material as basing-point practices, fair trade, 
and “fair return on the fair value” to illustrate economic principles and 
policies. These phenomena are of sufficiently widespread occurrence in our 
economic system to call for their presentation in an introductory text. 

A third reason for the shortness of this book is the author’s tendency to 
use brief, broad statements to cover topics which seem to require more ex- 
tended discussion. Consider, for example, the following: “All the economists 
mentioned in the last paragraph were either English or German. This is not 
to say that a number of American economists have not made significant con- 
tributions to the subject. Yet in economics, as in the natural sciences and 
mathematics, the most original work, the most sweeping ideas have not come 
from Americans, but rather from Europeans. For any American reader who 
may go on to become an economist I leave this challenge.” This statement in 
itself has a majestic sweep which should put it in the running. 

In his prefatory remarks the author mentions some “fine points of tech- 
nical analysis” which he has omitted “because they are not likely to be 
grasped by the average college sophomore.” Among these are “numerical 
coefficients of elasticity, the Samuelson-Stolper effect, the interaction of the 
accelerator and the multiplier, and the geometry of indifference curves” 
(p. ix). Elimination of these subjects is not a particularly important factor 
in the comparative brevity of the text, since the more difficult theoretical 
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concepts are usually omitted by other introductory texts also. For example, 
the Samuelson-Stolper effect is not customarily discussed in such texts (al- 
though it is true that Samuelson mentions it in his); and indifference curves 
are (following Raymond Bye’s example) usually relegated to an appendix. 
However, shortening the book by omitting the interaction of the accelerator 
and the multiplier and by the failure to discuss numerical coefficients of 
elasticity does not seem desirable. Both concepts lend greater precision to 
analysis, are general in their occurrence, and seem to be well within the 
“average” college sophomore’s powers of comprehension. 

Much the same can be said of the author’s decision not to include a dis- 
cussion of profit-and-loss statements as an addendum to the explanation of 
the balance sheet (pp. 182-83). The reason given for this omission is that 
this type of statement “contributes little or nothing to the analysis of the 
firm and, indeed, is likely to confuse the student because the accounting 
meaning of terms like ‘cost’ and ‘profit’ is not identical with the meaning of 
these terms in economics” (p. x). But “cost” and “profit” are such basic con- 
cepts that the difference in usage which exists with respect to them would seem 
to be an excellent reason for discussing them via profit-and-loss analysis. 

In summary: The author has written an exceptionally brief text, pre- 
sumably with the object of making it more manageable for purposes of in- 
struction. The result has been good to the extent that this objective has been 
achieved by the use of a clear, direct style; by elimination of prolix excur- 
sions into description; and by the exclusion of more difficult analysis. But the 
clear, direct style has often become unduly broad and impressionistic; some 
exceptionally useful descriptive material has been left out; and there is 
some question whether all the omitted analysis was really so difficult as to 
warrant its exclusion. 

PETER PALMER 

Long Beach State College 


Economic Principles and Public Issues. By ALFRED R. OXENFELDT. New York: 
Rinehart & Co., 1959. Pp. xx, 618. $3.95, paper. 

This volume is a “lineal descendant” of Oxenfeldt’s earlier text, Economics 
for the Citizen. As in his earlier work, he has proceeded from the premises: 
(1) that a useful and effective introduction to economics must build upon 
students’ existing interest in public issues, (2) that extensive abstraction, 
elaborate analytical apparatus, and high-level generalization are unnecessary 
for illumination of these issues, (3) that intelligent and useful consideration 
of economic issues must include related political, social, and ethical problems, 
and (4) that the author should state, explicitly, his own policy conclusions. 

This text will be passed over by colleagues who, in an introductory course, 
emphasize theoretical structure and analytical rigor. Purists in the profession 
will object that some of the material in the book isn’t even economics: for 
example, the treatment of religious, social, psychological, and political prob- 
lems associated with the topics of economic growth, large-scale enterprise, 
and the distribution of income. Moreover, the author does not pretend to 
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scientific detachment from his work. He takes specific positions on contro- 
versial policy issues and even—sin of sins!—makes numerous value judg- 
ments. Oxenfeldt does these things deliberately. He writes, effectively, for 
those teachers of elementary economics who share his philosophical precon- 
ceptions about pedagogical priorities and about the means of making economics 
“come alive” to the student. 

Although the author uses but six “public issues” as hooks upon which to 
hang his exposition, he is able to cover the topics generally included in 
standard introductory courses. As one might expect, the section on Big Busi- 
ness includes descriptive material on the legal forms of enterprise, the anti- 
trust laws, and other legislation with respect to enterprise; included in the 
section on Economic Instability we find the topics of deposit creation, mone- 
tary control, and fiscal policy. The author demonstrates his ingenuity by 
his successful incorporation into the section on Elimination of Poverty such 
topics as the theory of consumer demand, the meaning and measurement of 
income, and the prerequisites for economic growth. In the section on Income 
Distribution we find the law of diminishing returns, the concept of marginal 
productivity, descriptive materials on taxation, some tax-incidence theory, 
and a discussion of union activity. For some reason, Oxenfeldt has chosen 
to eliminate from this revision of his work the section on comparative systems, 
a topic which surely recommends itself on an “interest” criterion. Neverthe- 
less, it is organization, not coverage, which makes this text unique. 

The section on Economic Instability contains a somewhat more extensive 
statement of employment theory than in the earlier effort. The section on 
Economic Efficiency includes a modest dose of price theory. In the context 
of such abstract models as pure competition and simple monopoly, the reader 
is exposed to the marginal calculus and to some simple diagrammatics. This 
reviewer had the feeling that the treatment of these topics represented a con- 
cession to the market-place rather than the author’s conviction as to their 
importance. In fact the presentation seems somewhat forced. It somehow 
doesn’t ring true to include in a list of important and controversial issues, 
the “hot” issue of “economic efficiency.”” Moreover, in the 50-odd pages of 
Chapters 14-16, the reader is reminded no less than ten times that all this 
abstract theory should not be taken too seriously. Such an attitude toward 
construction of unrealistic models is curious indeed, coming from an author 
who makes the assertion that purely competitive markets are desirable, ideal, 
and virtuous whereas monopolistic markets are objectionable, nonoptimal, 
and sinful (see pp. 291, 300, 302, 320). These conclusions are clearly derived, 
not from any empirical observation or application of common sense, but 
from theoretical, abstract, and unrealistic models—a practice which the author 
finds most hazardous (see p. 595). And unfortunately, they are not necessarily 
valid conclusions. The author, himself, in another place in another context 
cites a situation in which independent, competitive action is less (socially) 
desirable than cooperative, group behavior (p. 71). 

More extensive analysis of realistic market structures—in Oxenfeldt’s terms, 
“conventional” markets—would have helped to avoid a number of question- 
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able generalizations. For example, it is not necessarily true that monopo- 
listically competitive markets are essentially compromises between the good 
of pure competition and the evil of simple monopoly (p. 320). One can argue, 
with equal logic and some empirical verification, that imperfectly competitive 
markets combine the best (or the worst?) characteristics of the extreme 
market types. Those economists familiar with Chamberlin’s recent writings 
(Towards a More General Theory of Value) will be skeptical about the 
author’s assertion that monopolistically competitive markets are characterized 
by excess capacity and higher than necessary average cost of production 
(pp. 300, 305). 

In the remainder of the book there are other propositions of dubious va- 
lidity and for which some rigorous analysis would be illuminating: Only by 
acceptance of Say’s law (which the author rejects, p. 482) or by an implicit 
shift in assumptions of the problem, can one accept the author’s conclusion 
that both capital export and repatriation will raise the level of domestic 
aggregate demand, income, and employment (cf. pp. 561-62). The author’s 
conclusion that free trade is to the advantage of every nation (p. 556) or 
factor (p. 558) is patently false. It is not necessarily true, in fact it is unlikely, 
that the present wealthy nations of the world will realize economic gain from 
the economic development of the poor nations (cf. p. 18). There are a number 
of exceptions to the proposition that wage increases as a result of union 
activity or of legislation, will reduce employment (cf. p. 136). It is certainly 
hazardous, if not fatuous, to generalize from partial equilibrium analysis and 
conclude that general wage increases will reduce the level of total employment 
in all markets (p. 165). 

This book is a highly differentiated product for which Public Issues, rather 
than Economic Principles is the more appropriate portion of the title. For 
instructors who find students frightened by economic theory but intrigued 
by practical public affairs, this will be an attractive and useful book. The 
subject matter of economics is covered tolerably well; the material is pre- 
sented in a style which is occasionally pedantic, usually lucid, always enthusi- 
astic, and frequently provocative. 

Frank C. CHILD 

Michigan State University 


Economics, Theory and Practice. By MEtvILtE J. Utmer. Boston: Houghton 
Mifflin Company, 1959. Pp. xv, 639. $6.95. 

In his preface Professor Ulmer advises that he has attempted to provide a 
beginning text which is “both complete and compact” and “on a level .. . 
suitable for beginners.” To a considerable degree he has succeeded. His book 
is well written; and descriptive and statistical materials are intelligently 
chosen, up-to-date and interesting. Moreover, there is a significant, and I 
believe desirable, shift of emphasis toward the analysis of growth and the 
economic problems of the world community. 

But there is less emphasis given to theory and to the application of theory 
than is implied by the title. This is in part the result of the author’s attempt 
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to write a “compact” text wihout sacrificing coverage. It is also the result of 
an organization of topics which delays the formal presentation of theory for 
approximately one third of the text. 

The book is divided into nine parts, each containing from two to six 
chapters. In part I, “Foundations,” the concepts of scarcity, factors of produc- 
tion, functions of an economic system and the circular flow of income are 
introduced briefly along with other preliminary material, but little effort is 
made to establish these basic concepts as central themes to be treated in the 
chapters which are to follow. Part II, “Income and Growth,” consists of a 
chapter on national income accounting followed by a discussion of some of 
the dimensions of economic growth and welfare. Two additional chapters 
treat the “roots of progress,” population and the labor force, natural resources, 
capital and technology. The principle of diminishing returns is presented 
effectively in dealing with the effects of population growth, but the nature 
and difficulties of capital formation receive scanty treatment. In the light of 
the concern with which the problem of capital formation is viewed throughout 
the world today, this lack of emphasis must be regarded as a serious weakness. 

Part III, “The Financial Organization of Society,” is comprised of chapters 
on the organization and financing of business, consumer finance, and, quite 
surprisingly, public finance. Since the latter chapter appears prior to the dis- 
cussion of income, value and distribution theory, there is little opportunity to 
demonstrate the contributions which economic analysis can make to the 
solution of problems in this area. It is true, of course, that a subsequent chapter 
deals with fiscal policy, but this provides only a partial correction and in no 
way renders the chapter itself more effective. Part IV, “Money and Banking,” 
suffers from the same general defect. The institutional material is well treated 
and the explanation of multiple expansion of bank credit lucidly made. But 
preceding as it does the discussion of monetary theory and the business cycle, 
neither the strategy nor the significance of Federal Reserve measures can be 
brought home to the student. 

It is only with Part V that a formal attack upon theory is begun. Parts V 
to VII treat income theory and the business cycle, price and distribution. The 
presentation of income theory is thorough and well supported by graphical 
analysis. It is by far the longest and the most effective of the chapters which 
deal with theory. The business cycle is treated principally within the frame- 
work of the multiplier and accelerator mechanisms, and there are short but 
clear chapters dealing with fiscal and monetary stabilization measures. 

The treatment of price theory is briefer, too brief to provide anything like 
a thorough coverage of the theory of the firm, although all of the usual points 
are made in dealing with pure competition and monopoly. Pricing in adminis- 
tered markets receives relatively more attention than is usually accorded it. 
Separate chapters are devoted to the monopoly and farm problems. 

A marginal productivity theory underlies the discussion of distribution, but 
this is at no time made explicit by the author. Major emphasis is given to 
wage determination and the role of labor unions. The treatment of rent, inter- 
est and profit is relegated to a single short (22 pages) chapter. 

Parts VIII and IX are devoted to international economics, the economics 
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of underdeveloped countries and comparative economic systems. These chap- 
ters are both interesting and informative, especially those which treat the 
difficulties encountered in increasing world trade and stimulating growth in 
the underdeveloped nations. 

Those who regard the beginning course as essentially a course in principles 
will not find in this book an answer to their textbook problem. But the 
teacher who is prepared to place additional materials in the hands of the 
student (the text is rather short for use over two semesters unless such pro- 
vision is made) and who prefers to emphasize institutional aspects will wish 
to consider this book. Those who offer a one-semester course may even find 
that the limitations of this text become desirable features. 

Tuomas M. STANBACK, JR. 

New York University 


The American Economy. By GrorcE W. Zinke. New York: Ronald Press, 
1959. Pp. xvi, 704. $6.75. 

Professor Zinke believes an introductory book for the newcomer to the 
discipline of economics should seek to present those principles that will be 
“operationally useful” in the next few decades, since “there can never be one 
set of economic principles that will be valid for all times.” In presenting those 
principles, his stated objective is twofold: “To familiarize the student with 
the principles and institutions that are vital to the American economy today, 
and to provide a solid basis for more refined speculation in advanced courses” 
(p. v). 

Part I includes first, a description of the economic system in terms of the 
major flows of economic transactions. There follows a chapter on “National 
Income and Prosperity,” in which income concepts are encountered, and a 
brief and useful comparison of these concepts is made with money-flow 
economic accounting. This section closes with a private accounting view of 
the economy, noting in passing the relationship between national and private 
accounting. 

In Part II, Zinke devotes almost 100 pages to an inventory of the U. S. 
resource base. Included are chapters on the natural, human, and man-made 
resources. The material on the resource base introduces in an interesting 
manner the basic economic problems of “abundance and scarcity,” on the one 
hand, and efficiently using and developing resources on the other. 

The student is introduced to employment theory in Part III. Of the five 
chapters, two are discussions of the determinants of the level of employment, 
and the remaining chapters indicate ways in which the prime determinants 
of employment are influenced, directly and indirectly, by government action. 

Practical observations on commercial and central banking, governmental 
expenditures, taxation, and debt management are related to the earlier theo- 
retical discussion and institutional framework. There is an attempt to “bal- 
ance” theory and its applications which at times limits the theoretical analysis. 
This should lead instructors to utilize fully the excellent bibliography found 
at the end of each section. 

Part IV, “The Efficient Use of Resources,” is easily the best-written section 
of the book. Beginning with a summary explanation of price analysis, the 
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chapters move to price determination under the usual market structures. The 
assumptions are clearly spelled out, concepts carefully defined, and the con- 
clusions carefully weighed. An interesting feature, found in the chapter on 
monopoly pricing, is an excellent summary of federal antimonopoly legislation 
from 1898 to 1958 with excerpts from the principal antitrust laws. 

The concluding section is devoted to “Income and Wealth Distribution.” 
One chapter describes the quantitative aspects of the U. S. income and wealth 
distribution, and the remaining six chapters are evenly divided between the 
determination of income shares through the price mechanism, and the de- 
termination of wages through individual and collective bargaining. 

Even though the author insists, “This book is an introductory one whose 
aim is to explain the systematic aspects of the American economy rather than 
to emphasize the problematic aspects” (p. 341), he does manage to raise and 
discuss several political and ethical problems. This is particularly apparent 
in his discussion of fiscal policy and income distribution. He is careful to give 
conflicting points of view equal weight and to leave the decision as the 
“proper” policy up to the student. 

In general, the level of analysis of this book is satisfactory, and one cannot 
quarrel with the claim of “realistic qualifications of abstract theory in the 
light of current developments.” Definitions and concepts are introduced 
throughout the course as they are needed for immediate application. Suggested 
readings at the end of each section are rather well selected, and will be wel- 
comed by the serious student. For each chapter there are questions for dis- 
cussion, utilizing the principles and institutional materials found in the 
chapter. The frequent use of direct quotations from original sources is to be 
commended. This may whet students’ appetites and encourage them to seek 
out and read the primary sources in the economic literature. This reviewer 
somewhat questions the use of over 80 graphs and more than 100 tables in 
an introductory textbook. Only too often an introductory text is a potpourri 
of topics treated descriptively without much unity or depth, and this should 
and has been avoided. However, there would have been some justification for 
using a smaller amount of illustrative materials and in their place including a 
chapter each on comparative systems, international trade, and economic 
growth. On the whole, this is a rather good book, and should have wide use. 

ALFRED L, EDWARDS 

Michigan State University 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Output, Employment, Capital, and Growth. By Hans Brems. New York: 
Harper & Brothers, 1959. Pp. xiii, 349. $6.00. 

This volume represents another serious, scholarly attempt to generalize, 
dynamize, and mathematize Keynes’ General Theory. Let us look critically 
into the details of the exposition with a view to making some general obser- 
vations. 

Use of “the autonomous-consumption multiplier” (pp. 21-22) is refreshing, 
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but its economics is less clear than if the consumption-multiplicand had been 
specified as that due to a social-security program which is nowadays the most 
significant factor affecting minimum consumption with zero income. Unfortu- 
nately this lack of concrete exemplification characterizes all the mathematical 
models of the volume, to the possible exasperation of the student (even at the 
graduate level). The multicountry open model of Chapter 4 adds realism with- 
out increasing the substantive understanding of the international spread of 
income fluctuations. Brems’ elasticity discussions here are not coupled with 
the necessary caution that the explicit consideration of trend factors would 
render the elasticity factor largely irrelevant. The linearity of the Keynesian 
model is made to depend on the elimination of the “nonlinear” relation be- 
tween output and the interest rate (p. 35), but the aggregate functions of that 
model could be made nonlinear by dropping the usual assumptions of a con- 
stant accelerator and other constant behavior parameters, regardless of the 
interest-rate variable. 

In his criticism of “lack of generality” in the General Theory, Brems echoes 
J. R. Hicks’ complaint about Keynes’ neglect of the price mechanism and 
Harrod’s lament over Keynes’ dictum that “in the long run we are all dead.” 
But Brems does not mention that aspect in which Keynes’ short-run theory 
of employment must be supplemented by J. Robinson’s long-run theory of 
structural underemployment. Chapter 7 rightly stresses the need for “dis- 
aggregation” in relation to policy, yet Brems’ overenthusiasm should perhaps 
be tempered by J. Tinbergen’s caution against getting lost in the maze of 
automistic data (in his “The Significance of Keynes’ Theories from the 
Econometric Point of View” in The New Economics, S. E. Harris, ed., New 
York 1948) and by J. A. Schumpeter’s warning against the scholastic inability 
“to say more than that everything depends upon everything,” until nothing at 
all stands out as strategically the most important (see his “The Analysis of 
Economic Change,” Rev. Econ. Stat., May 1953). 

Brems’ notion of “cost-push” inflation (p. 71) as originating in “labor’s 
pressure for higher wage rates and management’s insistence upon ‘full-cost’ 
pricing” is of limited validity, for his model based on that notion not only 
depends on the restrictive assumption of “a monopolistic setting” but ab- 
stracts from the income-distribution and technological-demographical variables 
affecting factor costs. His disaggregative fiscal-policy model (pp. 71-72) is 
not disaggregative enough, since it ignores such fiscal-policy parameters as 
progressive and regressive tax rates, the government’s separate marginal 
propensities to consume and to invest, and the explicit transfer-payment and 
social-security parameters. Brems’ consideration of the possible effect of 
monopolistic competition (especially advertising) on autonomous consump- 
tion (p. 84ff.) is interesting, but he makes no allusion to J. Robinson’s 
analysis of the distributive effect of monopoly on induced consumption or to 
Schumpeter’s notion of monopoly-financed innovations and inventions on 
autonomous investment. 

The further application of the balanced-budget theorem to an open econ- 
omy is contemplated (Ch. 10), but the preclusion of a marginal propensity to 
invest and an explicit transfer-payment rate make less than conclusive Brems’ 
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demonstration that the unbalanced foreign-trade multiplier is smaller than the 
balanced foreign-trade multiplier. Chapters 12 and 13 offer the disaggregative 
Leontief input-output model presumbly as a qualification of the Keynesian 
aggregative model, though without throwing much light on their relation. 
Some micro material (e.g., linear programming in Ch. 16) is inappropriately 
included in an expressly macro-economic volume, and it does not call for 
comment here. It is interesting that Brems’ “modern restatement” of capital 
theory (Ch. 19) does not incorporate J. Robinson’s recent contribution (The 
Accumulation of Capital, Homewood, Ill. 1956). 

Part III dealing with “dynamization of the Keynesian model” may appeal 
most to the growth-conscious reader. There Brems refines and complicates the 
familiar Harrod-Domar models by introducing the foreign-trade sector and 
variable technological parameters, but then he, like Harrod and Domar, pays 
no attention to the increasingly important role of fiscal policy in the growth 
of a mixed economy. Finally, the stability conditions of dynamic equilibrium 
are considered in a valiant effort to integrate cycle and growth theories, but 
there is no critical examination of the concepts of the ceiling and the floor as 
the nonlinear constraints to an explosive linear system taken as an “approxi- 
mation.” The technological-behavioral content of his suggested hypothesis of 
“the length of the investment-planning period” as a stability factor is left as 
vague as that of the something-will-turn-up explanation of the turning points 
of the cycle. 

The contribution of the book as a whole seems to lie in furthering modern 
“operationalism,” that is, in giving quantitative precision and disaggregative 
emphasis to the intuitive and aggregative theories most closely associated 
with the name of Keynes. This book gives more credit to non-Anglo-Saxon 
(especially Scandinavian) economists and pays greater attention to methodo- 
logical matters than do most American writings. Despite these over-all merits, 
the book is as long on manipulative technique as the comparable books 
of W. Baumol and other mathematical writers, but shorter on economic in- 
sight than those of, say, L. R. Klein and E. Domar (not to mention Harrod, 
Hicks, and J. Robinson). For this reason some readers might come away from 
this book with the same feeling as Harrod once expressed: “It is useless to 
refine and refine when there are no basic ideas present at all” (see his 
Towards a Dynamic Economics, p. 81). It remains to be hoped that future 
econometricians will, between the equations, show themselves more aware of 
the institutional-psychological complex of our economic society that might 
significantly alter theoretical and practical conclusions. 

KENNETH K. KurIHARA 

Rutgers University 


The Allocation of Economic Resources; Essays in Honor of Bernard Francis 
Haley. By Moses ABRAMOVITZ AND OTHERS. Stanford, Calif.: Stanford 
University Press, 1959. Pp. ix, 244. $5.00. 

Writing a review of this collection of essays in honor of Bernard Haley is a 
bit like reviewing a volume of the American Economic Review, which is also 

a kind of continuing Festschrift in his honor. There is a fortunate difference, 
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however. The contributors to the book, though not the journal, have addressed 
their papers to general economists rather than to fellow specialists in their 
own fields. Since, moreover, the thirteen contributors constitute a group of 
leading U.S. economists in a wide range of specialties I am intrigued by the pos- 
sibility of regarding the collection as an indicator of the current state of 
economics in the United States. 

To particularize. Welfare economics is represented by two papers: Abramo- 
vitz’ judicious evaluation of the problems of measuring welfare change when 
social conditions change concomitantly with measurable output, and Lind- 
blom’s consideration of methods for taking account of social values and moral 
standards in analyses of economic policy. There are three papers in the field 
of price theory: Alchian’s re-examination of the notions of cost and cost func- 
tions, Arrow’s discussion of neglected difficulties in the competitive price ad- 
justment mechanism, and Houthakker’s analysis of the economics of futures 
markets. Labor economics is also represented thrice: by Cartwright who con- 
siders whether unemployment insurance distorts or improves resource alloca- 
tion, by Hilton who views the wage increases obtained by unions as taxes on 
payrolls which will be shifted fore and aft in such wise as to erode most of 
the gain in the long run, and by Reder who analyzes time series on labor’s 
share of national income and related data to show that the marginal produc- 
tivity theory of wages coupled to a Cobb-Douglas production function fits 
the facts (as Hilton’s theoretical argument led us to expect) but that Kaldor’s 
recent suggestion that labor’s share is determined by the differing propensi- 
ties to consume of wage-earners and nonwage-earners also fits. Chenery and 
Scitovsky write in the field of economic development: Chenery presenting an 
example of circumstances in which several sectors of an economy must ex- 
pand either pari passu or not at all; and Scitovsky arguing contrariwise, in 
favor of unbalanced growth which permits an aspirant economy to reap the ad- 
vantages of economies of scale by placing its few investible eggs in a compar- 
ably few industrial baskets. There is one paper on aggregative analysis: Baran’s 
lively presentation of the familiar position that under capitalism, especially 
monopoly capitalism, so small a proportion of national income is disbursed to 
consumers and so large a proportion goes to the owners and managers of giant 
corporations that aggregate demand can be maintained at prosperous levels 
only by sedulous waste. Shaw contributes the only paper on money and bank- 
ing. He claims to be fed up with the Federal Reserve Act under which we have 
suffered from an alternation of monetary leniency, when Treasury Department 
policy prevailed, and stringency, when the Federal Reserve Board was in the 
saddle. Monetary conditions would be sounder if we replaced the Federal 
Reserve Act by a legal requirement that the supply of money be expanded by, 
say, 3 per cent per annum, regardless of current conditions. Finally there is 
one paper on international trade: Tarshis reporting on an empirical study that 
confutes Leontief’s paradoxical results and confirms the orthodox expectation 
that in any country goods that require relatively high proportions of factors 
that are relatively scarce in that country will be relatively high in price. 

There it is, in somewhat less than a nutshell. One striking note throughout 
the volume is the determined embrace of orthodoxy. Reaffirmation of received 
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doctrine is the explicit thesis in Hilton, Reder, Scitovsky and Tarshis: 30.769 
per cent ( I carry five significant figures so as not to be outdone by Cartwright). 
I can increase this orthodoxy rating to 38.462 per cent if you will permit me 
to include Marx’ theory of the declining rate of profit in received doctrine, so 
that Baran can be counted as a reaffirmer. 

A second group of four papers are exegeses or technical refinements of mar- 
ginalist competitive doctrine. Abramovitz’s, Alchian’s, Arrow’s, and Lind- 
blom’s contributions fall in this class. Two more papers, Cartwright’s and 
Houthakker’s, are applications of this doctrine to specia! institutions, namely 
unemployment compensation and futures trading. Is input-output analysis 
received doctrine by now? If so, Chenery falls into this class also. This leaves 
Shaw as the only potential radical or innovator but (1) he doesn’t write as if 
he were in full earnest, and (2) I’m not sure that a proposal to supplant the 
Federal Reserve Board by a fully automatic money market counts as radicalism. 
In short, neither in substance nor in technique does this sample of recent work 
suggest important innovations or substantial revisions of the accomplishments 
of preceding generations. 

At the same time, several of the papers display technical skill amounting to 
virtuosity in the use of the inherited tools in spite of the inhibiting effect of 
writing for an unspecialized audience. In my judgment, the outstanding papers 
from this point of view are Alchian’s, Cartwright’s, and Hilton’s, and any one 
of them could serve as an exemplar of economic argumentation at its best. 
Hilton lays out with beautiful clarity the forces that press real wages and 
working conditions toward their marginal productivity levels (the same in all 
employments, making due allowance for nonpecuniary advantages and dis- 
advantages), including not only the pressure of workers excluded from favored 
employments but factor and product substitution, and leads the reader to the 
ineluctable conclusion that unions cannot withstand these forces. Cartwright 
establishes that competitive wage rates do not reflect the costs to the worker 
of the varying degrees of instability of employment in different industries, 
Hilton’s argument on equilibrating forces notwithstanding. Therefore, he shows, 
unemployment compensation schemes, which equalize these costs among in- 
dustries, can improve the allocation of resources at the same time that they 
relieve hardship. This paper is a first-rate display of the application of classical 
tools to a significant policy issue and should be referred to as (1) an important 
contribution to the economics of ameliorative economic policy, and (2) a lead- 
ing example of the use and power of rigorous economic analysis. 

Alchian’s purpose is to correct our slovenly habits of thought with respect to 
costs and cost curves. He advocates that we explicitly recognize that cost de- 
pends on much more than the instantaneous rate of output: in particular, on 
total volume, the length of the period of preparation for production, and the 
length of the period over which production extends. The chief omission from 
his catalogue of neglected influences on cost is the one that Modigliani, Hahn, 
et al. emphasize, namely the cost of changing the rate of output which can be 
approximated by the variance of the instantaneous rate. My major reservation 
about Alchian’s recommendation is that in equilibrium conditions, which is 
about all that most economic analysis is competent to deal with, all these factors 
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except the old-fashioned instantaneous rate drop out. I wish I had space also 
to discuss and summarize Alchian’s very stimulating, but not entirely accept- 
able, proposal for defining costs. Just between the author and myself, it seems 
to me that his definition amounts to the usual one but is less intuitive and 
more obscure. 

In one respect this volume does not represent fairly the current state of 
economics. We can take pride in the high standards of conscientiousness and 
skill in handling statistical data that the profession has attained in recent dec- 
ades, but they are not reflected in these essays. Only Cartwright, Reder, and 
Tarshis invoke empirical data. Tarshis’s analyses are an extract from a more 
complete study as yet unpublished, so his statistical procedures cannot be 
judged. But Cartwright’s and Reder’s papers are both self-contained and their 
statistical sections are disappointing. Let me raise only one point against each. 
One of Cartwright’s problems was to measure the instability of employment in 
various industries in the period 1948-57. His method was to determine, for each 
industry, the peak monthly employment in the first and last year of his series 
and to draw a straight line connecting them. Then his index of instability is 
the ratio of actual total employment during the nine years to what it would 
have been if employment in every month had been on this “full employment 
trend line.” The inefficiency of this “trend” line in industries which grew 
along a linear trend is evident. In industries whose growth trend was not linear 
this concept has the additional drawback of incorporating in instability the 
consequences of the deviation from linearity. And, of course, it didn’t work 
when applied to industries in which employment in some months exceeded the 
“trend.” Why not measure instability by variance or average deviation around 
some more carefully estimated trend line? 

Reder’s statistics were at their weakest when he tested the hypothesis that 
Kaldor’s theory is an adequate explanation of variations in labor’s share in 
the period 1909-56. This is a classic problem in fitting and testing a set of 
simultaneous linear equations, and the canons for performing such a test are 
well established. Reder, however, instead of applying textbook techniques, 
pulled estimates of two critical parameters out of his hat, as far as I can 
make out. This is just unfair to the hypothesis under test. If the hypothesis 
barely squeaks through with the hat parameters, which it does, it could con- 
ceivably perform much better with properly estimated ones. 

Taken as a whole this collection of essays is a readable, stimulating, brain- 
clearing draught for a professional economist who wants a few days off from 
his own little field but is wary of becoming enmeshed in other folks’ arcana. 
He will learn a good deal, as I did, about what is going on in a variety of fields. 
The impression it gives of economics in the United States today is that we are 
fascinated by the power of inherited tools of economic analysis and highly 
skilled in their use, but are not making additions to the tool kit comparable 
in significance to, say, the Keynesian revolution, the development of national 
income accounting, or the invention of linear programming in the two previous 
decades. Nor are we very daring in our policy proposals. 

ROBERT DorFMAN 

Harvard University 
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Toward a Geography of Price. By W1Lt1AM Warn7z. Philadelphia: University 
of Pennsylvania Press, 1959. Pp. 117. $5.00. 

The author notes that space and time have long been recognized by 
physical scientists as of the utmost significance in their disciplines. He sug- 
gests the similar need for these dimensions in economic analysis, proposes 
three hypotheses to explain the variation of prices over space, and tests his 
hypotheses in terms of the farm prices of various agricultural commodities. 

The first hypothesis is called the gross economic population potential. This 
function relates the number and income of people at one place to all other 
places so that a land surface or map is visualized with contours connecting 
all points of equal magnitude of potential demand. Basic to the hypothesis 
is the postulate that every person influences demand but that his influence is 
smaller the farther away he is from a given place. To derive this empirically, 
the mean population in each state is computed and weighted by the average 
annual per capita income, the geographic center of each state is used as a 
control point, and 2304 measurements are said to be made of the distance 
from each control point to all others. The demand potential at any point is 
then adjusted to include the influence of nearby control-point demands. The 


_resulting contour map shows that the greatest intensity of demand exists in 


the middle-Atlantic states and drops off from there in all directions with 
California a locally elevated “highland.” Because Warntz is proposing a gen- 
eral model rather than special ones, he ignored such demand factors as in- 
come elasticity, custom, tastes, climate and their like. Also, because of the 
lack of detailed data, he ignored the impact of time variations on demand. 

His second hypothesis holds that price over space varies not only in accord- 
ance with the demand at a point (as described above) but with product supply 
space potentials. Here Warntz again takes the state centers as control points 
using the production of the commodity in that state and the distances from 
one place to another as the basic cornerstones for his computation of the total 
supply potential at any and all control points in the country. 

His third hypothesis covers the matter of time, by giving explicit recog- 
nition to the conditions of production of a given commodity at different times 
in different places. He divides the size of the output by the number of the 
units involved and asserts that the intensity of supply diminishes with time. 

Warntz tests his hypotheses with wheat, potatoes, onions, and strawberries. 
The multiple correlation coefficients obtained yield estimations of spatial prices 
which carry predictive quality well beyond that (e.g., three standard devi- 
ations around the mean) of some less inclusive system. He asserts that the 
economic geographers’ contribution to the analysis of economic phenomena 
lies in such general hypotheses as “price tends to vary directly with demand 
space potential and inversely with both supply space potential and supply 
time potential (p. 41). He goes on to test by beta coefficients the relative 
importance of each independent variable in determining farm prices and con- 
cludes that the population factor is more important than the supply space and 
time factors. He draws his inquiry to conclusion by suggesting certain other 
uses to which his theory may be put. 

Warntz infers that, via his model, economic analysis now includes space 
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along with time in its framework. Unfortunately, of course, the full inclusion 
of space entails much more than observing differences in demand and supply at 
various places. Space impacts involve transport rates and practices, different 
spatial price systems (e.g., f.o.b., basing point, single, multiple, plenary, 
equalizing, delivered, etc.) and, as a consequence, different industrial markets 
with forms of competition and economic results which may or may not con- 
form to classic conclusions. To include space in theory is a complex, far- 
reaching matter which, notwithstanding suggestions to the contrary, has not 
been pursued in the subject book. Hence the book will not satisfy those con- 
cerned with an all-inclusive space-time economic theory. In contrast, economic 
geographers in general and students studying agricultural prices will find 
many sources of ideas in Warntz’ book. 
MELvIN L. GREENHUT 
University of Richmond 


Histoire de la pensée économique et analyse des théories contemporaines. By 
Anpre Prettre. Paris: Librairie Dalloz, 1959. Pp. 517. 

This is an undergraduate textbook in which the history of economic thought 
and an analysis of modern theory are combined. Approximately half of the 
book is devoted to each subject. Although one might at first suspect other- 
wise, there is really no dichotomy between the two parts. As interpreted by 
the author, modern theory represents a revolution in economic thinking 
brought about by the latest developments in the commerical, agrarian, and 
industrial revolutions. He therefore presents modern theory simply as an 
accelerated aspect of the development of economic thought as a whole. 

The writer considers that each civilization goes through three distinct 
economic stages. In the first stage traditional prerogatives, custom, and 
ethical concepts govern the form of the economic activity. The individual is 
subordinated to the system. In the second or middle stage the spirit of free 
enterprise emerges. Restrictive elements are cast aside, or at least subdued, 
and a climate of rationality, in which individualism flourishes, is fostered. In 
the third or final stage state regulations multiply until individualism and free 
enterprise are suppressed in the interests of state welfare. A lengthy and 
decadent period of state planning ensues. Is it not true, the writer contends, 
that civilizations are born amidst religious fervor and die in the throes of col- 
lectivism? 

After briefly tracing the three stages in the Grecian and Roman civili- 
zations, the author concentrates on the Western culture. The medieval period 
in Europe is, of course, an ideal example of the first stage. Also the spirit of 
liberalism, culminating in the doctrine of Jaisser-faire, clearly illustrates the 
second. It is when he turns to the socialist school of thought, and to commu- 
nism in particular, that his Toynbeean interpretation encounters rough 
weather. He insists upon regarding communism as a reaction to liberalism, and, 
by implication, as a forerunner of the third stage. Yet Russia moved from the 
first stage directly into communism, and has experienced her greatest eco- 
nomic growth during the communist phase. Evidently a somewhat more 
sophisticated conceptual interpretation is needed to fit all the facts. 
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The discussion of modern theory in the second part of the book is re- 
markably comprehensive and clear. Indeed, the final section on economic 
dynamics and growth is outstanding. Students interested in getting a balanced 
perspective and a reasonably detailed knowledge of this important field would 
do well to study the section carefully. 

Comprehensive treatment and clarity in presentation are really the main 
features of the entire book. The concepts of each notable economist are 
presented in their proper setting, and in a straightforward, pithy style. 
Moreover, the current French writers in economics appear to have a unique 
over-all insight which English and American writers lack. 

This is certainly a book which students majoring in economics should read. 
The reviewer feels strongly that we are allowing the language barrier to cut 
us off, at least in part, from a valuable source of intellectual stimulation. Some 
ready facility for providing translations would undoubtedly enrich our eco- 
nomic thinking. 

Henry GRAYSON 

University of Maryland 


Economic History; Economic Development; National Economies 


The Foundations of Capitalism. By Ottver C. Cox. New York: Philosophical 
Library, 1959. Pp. 500. $7.50. 

The author, a sociologist who is also a student of economic theory and of 
economic history, was led to undertake this study by the belief that the 
major social problems of contemporary society are essentially problems of 
capitalism, “the most powerful and dynamic form of social organization ever 
created by man.” Capitalism is currently “undergoing such vital changes thar 
an understanding of its nature becomes an immediate prerequisite to any 
meaningful interpretation of the subordinate though critical social issues 
involved.” Finding available surprisingly little transmissible knowledge about 
its characteristics, he has sought in this volume to describe the origin and 
development of the social organization of the capitalist system. In a foreword 
contributed by H. E. Barnes, he states that this “is not a traditional economic 
history, with capitalism as the major theme, but a social history of the capitalist 
system and the spirit which engendered it, motivated it, brought about its 
integration as a system.” The work is not addressed to scholars, although they 
will find its perusal interesting and often provocative, but to “a wider audi- 
ence.” Two more volumes are to follow in which the author proposes to 
analyze the “theoretical aspects of the social processes in the system.” 

As a form of social organization, the author believes capitalism to be 
constituted with a peculiar economic order, government, and religious struc- 
ture. Economically, the capitalist city or nation is viewed as one in which 
expanding production and trade are stimulated by foreign markets. “Capital- 
ism tends to form a network of national and territorial units bound together 
by commercial and exploitative relationships in such a way that a capitalist 
nation is inconceivable outside this capitalist system.” Government in a 
capitalist society is controlled by or responsive to business men who operate 
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it to promote the welfare of the foreign and domestic commerce and industry 
of the state. The religious structure is one in which business and government 
are not subject to limitations imposed either by ideology or by a clerical 
hierarchy. 

The emergence of these conditions required an urban setting. Such ancient 
cities as Rhodes, Athens, Carthage, Delos, Alexandria, Rome or medieval 
Constantinople did not meet all the requirements and the author believes that 


the favorable conjuncture was first achieved in early medieval Venice. Capitalist - 


techniques were fairly rapidly diffused but not all urban centers in Western 
Europe made significant contributions to the growth and spread of capitalism. 
Special attention is given to Florence, Genoa, the cities of the Hanseatic League, 
staple towns and the fair towns. Holland is examined carefully as the nearest 
approach to a modern capitalist nation before England became so organized. 

In the latter part of the seventeenth century the center of capitalist innova- 
tion shifted to England, an area that developed more rapidly than any other 
state into a modern capitalist nation. Among the steps in its development and 
unification discussed are: the gradual abolishment of all trading concessions 
to foreign merchants, the establishment of the supremacy of the secular power 
over the clerical and of Parliament over the monarchy, the organization of 
merchants in regulated and joint stock companies for the securing of trade 
abroad, the organization of domestic commerce and industry for more effective 
competition abroad, e.g., by the domestic system in the woolen cloth industry. 

One of the most interesting sections of the book discusses the role of 
mercantilism in capitalist development. The author believes that the writings 
of the mercantilists appeared at the stage in the evolution of a capitalist 
nation when the merchant class saw the possibility of developing their nation 
to leadership in the capitalist system if only the noncapitalist authorities 
could be won over to the adoption of policies that had accomplished such an 
aim elsewhere or seemed likely to do so there. Hence mercantilistic writings 
in the author’s view never appeared in countries so backward that leadership 
seemed unattainable nor in a political situation in which there was no opposi- 
tion to be won over. For similar reasons they tended to fade away when 
leadership had been attained. 

By the middle of the eighteenth century, England had developed all the 
major characteristics of a capitalist society, none of which had originated 
there. In the industrial revolution, however, England is visualized as adding 
an element of its own, a revolution in the technique and methods of manu- 
facturing. Industry was a dependent factor in the capitalist economic organi- 
zation, but England, having developed an effective capitalist system and 
having attained leadership in foreign trade, became the natural milieu for 
inventive activity, the principle reservoir of scientific and industrial knowledge 
as well, and thus achieved industrial supremacy. 

Finally, the decline of England’s leadership is attributed to the rivalry of 
younger and more resourceful capitalist nations, to the movement of colonial 
peoples to throw off the foreign grip, and to “the stagnation of the system 
itself.” Aside from the statement that “the capitalistic nation can develop and 


e 
a 
Ss 
7 
t 
€ 
I 
] 
I 
] 
( 
ae 
a7 | 


BOOK REVIEWS 1063 


expand only as it expands its economic role in a wider world of sophisticated 
and backward countries” and “tends to decline and decay as opportunity for 
such expansion recedes or becomes limited,” the explanation of this stagnation 
of the system is left to the future volumes. 
JoserpH A. BATCHELOR 
Indiana University 


The Design of Development. By JAN TINBERGEN. Baltimore: Johns Hopkins 
Press, 1958. Pp. vi, 99. $2.50. 

The Strategy of Economic Development. By AtBert O. HirscHMAN. New 
Haven: Yale University Press, 1958. Pp. xiii, 217. $4.50. 

In these studies, two well-known economists outline principles to guide 
policy-makers in underdeveloped countries. Tinbergen’s brief essay was writ- 
ten at the request of the International Bank for Reconstruction and Develop- 
ment for use in its Development Institute and hence is addressed primarily to 
government officials. Hirschman’s work is aimed mainly at his fellow econo- 
mists, since he calls into question the type of advice they are wont to give to 
governments of underdeveloped countries. 

Although many of their recommendations are directly contradictory, Tin- 
bergen and Hirschman start from similar premises as to the desirable institu- 
tional framework in underdeveloped countries. They seek ways in which gov- 
ernments can improve the working of an underdeveloped economy by a 
mixture of judicious planning of public investments and incentives to private 
producers. Their disagreements arise from different diagnoses of the basic 
limitations to growth and the potentialities for public and private action. 

Tinbergen takes the view that deficient market mechanisms in underdevel- 
oped countries produce “fundamental disequilibria” in which capital and 
often foreign exchange are undervalued, while labor is surplus. To make better 
use of resources under these conditions, an over-all development program 
which includes an analysis of the use of currently scarce factors and commodi- 
ties is needed. Within this framework, governments should assign priorities to 
projects that directly and indirectly produce the greatest increase in national 
income. 

One of Tinbergen’s main contributions to the development of programming 
methods is the use of “accounting prices” for the assessment of investment 
priorities. The procedure outlined in Annex 3 follows the rationale of linear 
programming in using prices (“shadow,” “accounting” or “equilibrium”’) 
designed to equate supply and demand for scarce commodities and factors in 
the long run. The valuation of projects using these equilibrium prices shows 
their true contribution to the national income and, in principle at least, takes 
into account all indirect effects—use of unemployed labor, improvement in 
the balance of payments, external economies, etc. 

Hirschman objects to the formulation of over-all development programs in 
general, and in particular to the use of the productivity of investment, how- 
ever calculated, as a basis for priorities. In his view, the rate of growth in the 
least-developed economies is limited not by the availability of savings but by 
the ability to invest. Although Hirschman admits that at some unspecified 
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point the savings capacity will replace the ability to invest as the factor limit- 
ing growth (p. 39), his analysis is almost entirely concerned with the first 
phase, in which he assumes that capital scarcity can be ignored. On the other 
hand, Tinbergen assumes that the capital supply is one of the main limita- 
tions. Many of the contradictions in their policy recommendations can be 
traced to this difference in assumption. 

Hirschman considers the basic problem of the less-developed economies to 
be the expansion of the ability to make and carry out investment decisions. 
This limitation has been called “absorptive capacity” by other writers. It in- 
cludes the perception of investment opportunities, the promotion of new en- 
terprises, the overcoming of institutional obstacles, etc. Hirschman defines the 
ability to invest to include government as well as private decision-making; 
the former is assumed to be as much in short supply as the latter. 

Making the best use of the limited ability to invest is the key to develop- 
ment policy for Hirschman. Since some decisions are more difficult to make 
than others, priority in the use of scarce entrepreneurial ability should be 
based on the extent to which investment in one project or sector will induce 
investment in others. For this and other reasons, Hirschman gives primary 
importance to the development of interrelated industrial sectors. To other 
writers, interindustry transactions affect the desirability of investment through 
the creation of external economies and diseconomies. To Hirschman, the 
establishment of one or more links in a chain of producer relations may also 
induce or even compel investment in other sectors by reducing uncertainty 
and making the decisions easier. In this respect, pressure on the government 
to build power plants or railroads to serve newly established plants is no less 
important than market inducements to private investors. The basis of develop- 
ment strategy is therefore the discovery of the key links in the chain which 
will create a maximum pressure for further investment. From this point of 
view, Hirschman suggests that it may be more effective to deliberately create 
shortages of power and transport, within limits, than to invest in anticipa- 
tion of them. 

Hirschman’s emphasis on the ability to make investment (or development) 
decisions leads to a theory of development which is more applied psychology 
than economics. Since in this view capital and other input limitations are 
illusory, the economist is left with nothing to economize except the elusive 
quality of decision-making. Numerous paradoxical results follow from this 
premise. Investment in capital-intensive methods may be preferred because 
they provide greater penalties for lack of efficiency, because “process-cen- 
tered” industries, such as chemicals or metallurgy, require less managerial 
skill, or for other reasons that are alleged to economize on the scarce ability to 
invest. 

Whatever the merits of including motivational factors in a theory of eco- 
nomic development, Hirschman surely overstates his case. Even if all his spec- 
ulations about the responses of investors, managers and bureaucrats are cor- 
rect, the scarcity of decision-making ability cannot be made to serve as the 
sole guide to development policy any more than can capital scarcity or the 
other criteria that he rejects. A policy-maker maximizing induced investment 


7 
| 
= 
: 
Ae 
pas. 
bi 
= 
. 


BOOK REVIEWS 1065 


would run into shortages of foreign exchange, saving, or skilled labor unless 
he had taken them into account in setting his priorities. It is therefore hard to 
see why Hirschman makes the virtues of unbalanced, investment-stimulating 
projects a basis for rejecting the over-all calculations implied by a develop- 
ment program, which he declares to be “often quite unhelpful” (p. 205). He 
apparently is willing to attribute great psychological insight to policy-makers 
but only very limited ability to them as economic analysts. 

To this reviewer, the case presented by Tinbergen for an over-all develop- 
ment program is not materially affected by the recognition that the sequence 
in which projects are undertaken may affect the total volume of investment. 
It would not be hard, in fact, to modify Tinbergen’s programming framework 
to take account of Hirschman’s innovations. The calculation of accounting 
prices for assessing priorities can include differences in the entrepreneurial 
requirements of different types of production as well as of other scarce factors. 
An over-all analysis would avoid the overemphasis on one set of factors to 
which Hirschman, like other innovators, is prone. 

Despite the one-sidedness of his analysis, Hirschman has performed a real 
service in going beyond the conventional acknowledgment of the importance 
of external economies and probing the implications for investment behavior 
of interdependence in production. His suggestion that some growth sequences 
are likely to be more effective than others is a promising subject for further 
empirical study. 

Hot.is B. CHENERY 

Stanford University 


Stability and Progress in the World Economy. The First Congress of the In- 
ternational Economic Association. Edited by Doucras Hacur. New 
York: St. Martin’s Press; London: Macmillan Co., 1958. Pp. xv, 268. 
$5.00. 

Is economic growth compatible with stability? What are the special prob- 
lems facing the richer economies in reconciling these two goals? What about 
the problems of the poorer economies? What are the real, and what are the 
monetary factors that condition growth and stability? Finally, how are the 
results modified by reason of the fact that the individual economy operates in 
an international setting? These are the problems to which the participants at 
the Congress, held in Rome in September 1956, addressed themselves. This 
is a pretty big order, even for an International Congress which can tap the 
wisdom of the whole world—in principle, anyway. And it often, under differ- 
ent circumstances, seems to invite not much more than windy generalization, 
and a complete absence of communication. Luckily, considering the impor- 
tance of the topics, the Congress seems to have been unusually successful. The 
five main speakers and the invited discussants addressed themselves to the 
questions, and the record of their remarks provides a very useful treatment of 
these problems. 

It would be too much to expect that the remarks of all the other partici- 
pants would add anything like as much in value; and they did not. In fact 
some of these pages are as funny as anything published: but since this sort of 
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entertainment was presumably not intended by those who organized the con- 
ference, they do no more than to illustrate the danger of allowing everyone 
who can pay the fare to get his remarks into print. Stephen Spender surely got 
some of the raw material for his short novel, Engaged in Writing, from parts 
of the discussion. Charity, extolled by Pope Pius XII in a thoughtful address 
to some of the participants, forbids my saying more on this matter. 

To return to what is useful; Dennis Robertson described the problems of 
the richer economies in a felicitous and provocative account of the factors 
conditioning growth, the obstacles to growth, and the reasons why it is likely 
to proceed jerkily. Jacob Viner covered the same questions for the poorer 
countries in a stimulating paper which was, apart from the conclusion, pessi- 
mistic about growth, and less so about stability. Frangois Perroux and Gott- 
fried Haberler then covered the same range of questions from a somewhat 
different standpoint: the former dealing with the real factors that bear upon 
stability and growth; while the latter concerned himself with the monetary 
factors. Both accounts are decidedly worth while: Perroux’s for the novelty 
and scale of its ideas, and Haberler’s for its judicious and scholarly survey 
of contemporary thought. J. R. Hicks’ comments on Perroux’s paper are also 
worth careful attention. Finally, Erik Lundberg addressed himself to the prob- 
lems of international stability, and the implications for growth and internal 
stability. 

There is much more of value in this book—as, for example, W. A. Lewis’ 
discussion of Lundberg’s paper; Erik Lindahl’s and Abba Lerner’s comments 
on Haberler’s; Erich Schneider’s remarks on Perroux’s; and several others. 
And while no one would claim that the basic puzzles have been answered, the 
volume will be a useful one to all those who are looking for answers. 

Lorie TARSHIS 

Stanford University 


The Growth of Industrial Economies. By W. G. HorrMann. New York: 
Oceana Publications Inc., 1959. Pp. xiii, 183. $6.00. 

One of the achievements of the Weimar Republic was the establishment of 
a number of economic research centers, including the Institut fiir Weltwirt- 
schaft at the University of Kiel. The volume under discussion is a translation 
of a revised and updated monograph published by the Institut in 1931. In its 
original conception, the investigation owed much to the then popular distinc- 
tion by B6hm-Bawerk between primitive and capitalist production. The gen- 
eral argument can be stated simply. On the basis of an extensive review of 
empirical information, Professor Hoffmann holds that, as the process of indus- 
trialization progresses within a country, the composition of the output of its 
industrial sector gradually shifts from overwhelming emphasis on consumer 
goods to a larger and larger portion of capital goods. The process is continu- 
ous, highly perceptible, and universal in its application to industrial econo- 
mies, no matter when industrialization starts, although the rate of progress 
has differed substantially from country to country. He works with data on the 
industrial patterns of twenty-odd countries. For purposes of elaboration, 
three “stages” of industrialization are discussed. Stage I relates to that period 
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when the net output of consumer goods industries is roughly 5 times that of 
capital goods; Stage II, when the ratio is in the neighborhood of 2% to 1; 
and Stage III, when the outputs of the two industrial groups approach a 
balance. 

The United States was the first nation to enter this third stage of industrial- 
ization about 1890, followed by Britain and Germany in the first decade of 
the present century. The industrial composition of the economies of Brazil, 
New Zealand, and Argentina by the second world war were reaching the sec- 
ond stage, which the United States had achieved in the mid-19th century. In 
contrast, Australia, Canada, and South Africa, where the initial phase of in- 
dustrialization occurred during the latter part of the last century, had by the 
early postwar period passed into the third stage. An investigation of dominant 
industries during the various stages of industrialization is not too instructive, 
but it indicates a tendency for the textile or food industries to dominate in the 
early phases, whereas among the capital goods industries the machinery indus- 
try tends toward dominance in the third stage. 

Hoffmann employs his data, censuses of production or employment series, 
with reasonable caution and establishes his principal thesis without question. 
The logical problem posed by industries not easily grouped into one or the 
other of the two categories is disposed of satisfactorily by a demonstration 
that the margin of possible error cannot significantly influence the results. 
While it is possible from a later point of vantage to ask whether or not the 
consumer durable and residential building industries might more properly be 
considered capital goods industries, since their products provide a flow of serv- 
ices over a period of time, such a change would not alter, but in fact enhance, 
Hoffmann’s conclusion. Despite the adequacy of his handling of the descrip- 
tive material, one finds less satisfaction in the explanations of the phenomena 
observed. Perhaps this is due in part to the crudeness of the theory examined 
—the effort to discuss systematic changes in industrial composition independ- 
ently of the rate of industrial growth or the magnitude of the industrial econ- 
omy by itself or relative to the rest of the economy. Certainly the contempo- 
rary reader will immediately ask what was the relationship between industrial 
composition and the periods of most rapid output growth for various countries. 

Similarly, the reader is left to his own resources to interpret the significance 
of the industrial pattern so ably charted. Possible implications for the under- 
developed areas immediately suggest themselves. The modest industrial begin- 
nings of Britain, the United States, or, more recently, New Zealand ought to 
have a sobering effect in those countries where the initial impulse is to erect 
an integrated steel mill. However, when Hoffmann does occasionally venture a 
policy appraisal, as the statement that “On the whole, government action has 
tended to foster rather than hamper the normal trend of industrial change,” 
it is sometimes unwarranted. If the pattern of industrialization does behave 
in systematic fashion, the question logically arises as to the costs or benefits 
of altering or hastening its development. The materials for a partial answer 
are at hand, but not without venturing into the measurement of growth in net 
output and its attendant problems of aggregation. 

After the passage of almost three decades, was it worth undertaking the 
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translation of a work somewhat dated in theoretical conception, notwithstand- 
ing the current interest in the topic? This reviewer answers with an emphatic 
affirmative and commends the English translators, W. O. Henderson and W. 
H. Chaloner, for their judgment and efforts in making the work more accessi- 
ble. The exposition is exceptionally good and the author’s grasp of the rele- 
vant materials comprehensive. Economists in general should be interested to 
find in the third chapter an excellent brief summary of world-wide industrial 
history. Those interested in the process of economic growth will find, as this 
review indicates, that the book will stimulate many questions. Not the least 
of these is as to the extent and effectiveness of the distortion of the consumer 
goods/capital goods ratio in those nations devoted to rapid industrialization 
at forced draft. 
Rosert S. EcKLEY 
Peoria, Illinois 


Lectures on Economic Development. By JouN H. HaBakkux and others. 
Istanbul: Faculty of Economics, Istanbul University and Faculty of 
Political Sciences, Ankara University, 1958. Pp. viii, 200. 7.20 TL. 

This volume is made up of lectures delivered in the Spring of 1957 under 
the auspices of the Faculty of Political Sciences, Ankara University, and of 
the Faculty of Economics, Istanbul University, in cooperation with the Rocke- 
feller Foundation. The lecturers whose work is published were: Professor John 
H. Habakkuk of the University of Oxford on “The Entrepreneur and Eco- 
nomic Development” and “Population Growth and Economic Development”; 
Alfred Sauvy, director of the National Institute of Demographic Studies, 
Paris, on “Progés technique, emploi et chémage,” and “La population des 
pays sous-developpés”; Professor Pasquale Saraceno of the Catholic Univer- 
sity of the Sacred Heart, Milan, on “Initiative privée et action publique dans 
les plans d’industrialisation des regions sous-developpées”; Dr. Hal B. Lary, 
director of research, Economic Commission for Europe, on “Economic Devel- 
opment and the Capacity to Import—National Policies” and “Economic Devel- 
opment and the Capacity to Import—International Policies”; and Professor 
Ragrar Nurkse of Columbia University on “The Conflict between ‘Balanced 
Growth’ and International Specialization” and “Some Reflections on the 
International Financing of Public Overhead Investments.” 

As in most symposia, the quality of the individual contributions varies con- 
siderably; in this instance from the scrappy, confusing, and quite unconvinc- 
ing dicta of Lary in favor of a “systematic but judicious intervention in their 
foreign trade” by means of protective tariffs and government rigging of multi- 
ple exchange rates which somehow or other will fenagle the unfortunate oper- 
ation of the principle of comparative advantage which he believes operates 
against the economic development of the primary-producing countries to the 
brilliant and all too brief observations of Nurkse. The volume is marred by a 
fantastic number of misprints in both English and French. In spite of these 
drawbacks, the book is important and deserves careful study by all economists 
concerned with problems of economic development. It would be desirable to 
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have the book reprinted by one of the university presses with a critical and 
synoptic introduction, removal of the misprints, and translation of the French 
lectures so as to make it more widely accessible for student assignment. 

Habakkuk’s initial lecture is a stimulating discussion of the importance of 
“imported entrepreneurship” for the underdeveloped countries. Interesting as 
it is, it is far surpassed by the stimulating observations in his second lecture 
on population growth and the importance of the “kinship” family as opposed 
to the “nuclear” family as a key factor in economic growth. He concludes 
that one of the main reasons for the disappointing results of private enterprise 
in developing these countries is that labor-intensive techniques in countries of 
surplus labor will offer most profit to the entrepreneur but capital-intensive 
techniques offer the best prospects of progress. Thus the entrepreneur’s search 
for profit maximization works against rapid economic growth. 

Sauvy warns that whether technical innovation will cause employment or 
unemployment depends on the type of innovation; labor-saving innovations 
will merely add to the employment problems of countries with surplus labor. 
He is pessimistic about either an economic or a demographic solution to the 
problems of the under-developed countries without a preceding cultural revo- 
lution. He concludes that whether Russia or the United States succeeds in 
dominating the world, the victory will contain the seeds of inevitable defeat 
unless the population problem is first solved. 

It is impossible to summarize in a few sentences Saraceno’s detailed and 
thought-provoking analysis of industrial development in the older industrial- 
ized countries with their willingness to adjust to the social revolution implicit 
in economic revolution and the lessons to be drawn from this experience for 
the underdeveloped countries. He emphasizes the danger of considering the 
economic problems of these countries in terms of a Western type free-market 
model when they are structurally and culturally so different from Western 
economies. He also warns economists to remember that government develop- 
ment plans are political ammunition as well as economic projections and 
should not always be taken too seriously as statements of government intent. 

Nurkse brilliantly throws new light on international trade as a transmitter 
of economic growth and on the enormous importance of the infra-structure of 
social capital necessary before industrialization is possible. He also observes 
that expansion of national income does not necessarily result in balance-of- 
payments difficulties for underdeveloped countries if the expansion is the re- 
sult of a change in their economic structure. 

The first effect of these lectures is depressing. The problems seem so com- 
plicated; past experience so irrelevant; and traditional theory so in need of 
reinterpretation if it is to be helpful. For this reason, however, the book is 
challenging. It would be the sheerest defeatism for economists not to attempt 
the basic re-examination of Western-type theory needed to make it helpful in 
the solution of these problems—for unless these problems are solved there may 
well be no Western economics in another fifty years. 

J. TAYLoR 

University of Buffalo 
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The Economics of Underdevelopment—a Series of Articles and Papers. Edited 
by A. N. Acarwata and S. P. Sincu. New York and Bombay: Oxford 
University Press, 1958. Pp. viii, 510. $4.65; Rs 17.50. 

The appearance of a collection of readings in the field of economic develop- 
ment of underdeveloped countries may be taken as a sign that the literature 
at least can no longer be termed “underdeveloped.” The editors have selected 
21 papers from the vast output of contributions to the economics of growth 
and grouped them in 6 sections. The first, titled “Approaches to the Problem 
of Underdevelopment,” contains papers by Jacob Viner, Colin Clark, Gerald 
Meier, Paul Baran and Hla Myint. The second section is historical and con- 
tains papers by Simon Kuznets and W. W. Rostow. The third section, pri- 
marily theoretical, is designed to provide side by side the Schumpeterian, the 
Keynesian and the Harrod-Domar conceptual frameworks. These are dis- 
cussed in papers by Henry Wallich, V. K. R. V. Rao and Henry Bruton. The 
fourth section contains 5 selections all dealing with “External Economies and 
Balanced Growth” and includes contributions by P. N. Rosenstein-Rodan, 
Ragnar Nurkse, J. Marcus Fleming, Tibor Scitovsky and Celso Furtado. Two 
papers, one by Alfredo and Ifigenia Navarette, the other by R. S. Eckaus, con- 
stitute the fifth section; both papers concern themselves with underemploy- 
ment and factor-proportions problems. The last section presents four models 
of economic development, by H. W. Singer, W. A. Lewis, Hollis Chenery and 
Martin Bronfenbrenner. 

In their preface Agarwala and Singh admit that their selections can be 
criticised but say that they hope to publish two additional volumes to include 
important contributions which have been left out. The purpose of the editors 
was to give economists in the underdeveloped countries a ready access to 
widely scattered material and they hope “that the studies presented in this 
volume will stimulate those in the underdeveloped countries to think further 
for themselves.” There can be little question that the purpose is a good one 
and that the majority of the selections are excellent in their own right. At the 
same time, one is struck by the fact that, with the possible exception of the 
Viner article, all the contributors take for granted the desirability of fostering 
economic development and they implicitly assume that the progress of under- 
developed nations will require some degree of planning, international aid and 
cooperation. Viner, though somewhat more caustic and skeptical than the 
others, focuses specifically on obstacles to growth and he too is committed to 
the value premise that economic development is a good thing and has to be 
fostered somehow. One would wish for the inclusion of a paper by Frankel or 
Bauer if only to provide a more rounded exposure to Western thought. 

More serious, perhaps, is the fact that the “selectors and editors” have dis- 
charged the former function to the detriment of the latter. There is a good 
deal of duplication of material that a little judicious editing could have mini- 
mized. Such topics as “hidden unemployment,” “social overhead,” “vicious 
circles” and others are discussed in several readings, often in very similar 
terms. Moreover, some of the readings deal with topics that are equally well 
if not better treated in others. This is especially true in Section IV where the 
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contributions by Rosenstein-Rodan and Scitovsky would seem to be adequate 
by themselves. The contribution by Eckaus leaves little room for those by Rao 
and Navarette. 

Of special interest to Western readers are the three articles written by 
economists from India, Mexico and Brazil. In a paper entitled “Investment, 
Income and the Multiplier in an Underdeveloped Economy” Rao takes to task 
those who would apply Keynesian analysis to the problems of hidden or dis- 
guised unemployment. He points out that when the supply elasticity of capital 
and other inputs is low an increase in the aggregate demand for goods and 
services leads to inflation rather than to expansion of output and employment. 
His prognosis, even in the face of some unemployment, is not deficit financing 
but rather the classical prescription of “work harder and save more.” The 
Navarettes also address themselves to the problem of disguised unemployment 
that they consider peculiar to pre-industrial countries. When the term was 
first introduced by Joan Robinson it referred to the situation where a fall in 
aggregate demand led to withdrawal of labor into occupations with low or 
zero marginal productivity. In the underdeveloped countries this form of un- 
employment takes place during expansion and manifests itself in the multi- 
tudes of peddlers, vendors and beggars in the cities of the East. It is interest- 
ing that the Navarettes, whose analysis follows closely that of Rao, do never- 
theless think that some degree of inflation is not only inevitable but actually 
to be welcomed in facilitating the shift from “rural leisure” to industrial em- 
ployment. They would like to control and contain the degree of inflation but 
they deem it a positive contributor to economic growth if only through its 
effect on real wages. 

The article “Capital Formation and Economic Development” by Furtado 
takes issue with several of Nurkse’s contentions. In particular Furtado argues 
that only an external stimulus, more precisely a change in the terms and vol- 
ume of foreign trade, is likely to provide the necessary impetus to economic 
development and that the policy of “lifting oneself by one’s bootstraps” is 
doomed to failure. The article is analytically rather uneven but it contains 
two discussions that show insight. In his criticisms of the market as the opti- 
mizer of resource allocation, Furtado insists that this is the fundamental the- 
oretical problem of economics of underdevelopment. Toward the end of his 
article he calls the provision of incentives to save rather than to invest the 
central policy problem of pre-industrial countries. It is one that is nowhere 
discussed in the book. 

ALEK A. ROZENTAL 

Saint Louis University 


Economic Development: Principles, Problems, and Policies. By BENJAMIN 
Hiccins. New York: W. W. Norton & Co., 1959. Pp. xvii; 803. $7.50. 
This is clearly the most satisfactory textbook yet published in the field 
which is rightfully coming to dominate our interests. Professor Higgins opens 
his preface with the frank recognition that a textbook, as ordinarily conceived, 
presenting received doctrine in a form understandable to students and intelli- 
gent laymen without previous training, cannot yet be written in this field. 
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But he goes on to point out the urgent need for answers to pressing policy 
questions, and adds: “so we must try to meet the demand for policies—and 
for textbooks—before we are altogether ready.” Fortunately, the author is 
well equipped for this attempt, being a soundly-trained economist, interested 
in theory, with something like a decade of field experience in four underde- 
veloped economies. His work is thoughtfully eclectic, drawing on the work of 
many others, especially that of his associates at the MIT Center for Inter- 
national Studies. 

With a breadth appropriate to its subject, the book is divided into 30 chap- 
ters grouped into 5 parts. The 2 chapters of Part I are introductory. The 6 
chapters of Part II provide a tightly organized review of developmental con- 
cepts in the work of the major classical writers, Marx, Schumpeter, Hansen, 
Harrod and Domar. Two short chapters in Part III offer a hasty survey of 
lessons to be drawn from the capitalistic record. This first third of the book is 
preliminary. In Part IV, 7 chapters present selected theories accounting for 
the undeveloped state of many economies. A wide range of literature is cited, 
and noneconomic factors are given considerabie attention. Finally, in Part V, 
the last thirteen chapters (343 pages), offer a wide-ranging series of discus- 
sions on the policy issues that are confronted in attempts to initiate and sus- 
tain economic development. 

The emphasis on theory is to be commended. Everyone sees that extensive 
descriptions of actual situations, together with reviews of historical develop- 
ments, are necessary in this field, but one also quickly becomes aware of the 
dangers inherent in these quicksands of detail. Higgins has had his share of 
immersions, but he here presents a coherent set of analytic generalizations 
resting upon the field evidence. 

Another strong point of the book is its attention to psychological, socio- 
logical, and political aspects of economic development problems. He draws 
especially on the recent work of Everett Hagen and David McClelland, along 
with more familiar earlier notions. It has become commonplace to call for con- 
sideration of these related problem areas, but Higgins goes further than most 
in drawing such variables into his account of the development process. 

The strong emphasis on policy reflects Higgins’ background and concern. 
There is, as he says, an element of the treatise in his work, and at times also 
an element of the mission report to a host government. Some economists may 
shy away from these more operational parts of the book, but most, I suspect, 
will find them extremely rewarding. 

If it is a reviewer’s privilege to nominate particular chapters as his favorites, 
I would draw attention to Chapters 2 and 29—where Higgins first gives 
thumbnail sketches of the situation in six countries: Libya, Indonesia, the 
Philippines, India, South Italy, and Mexico, and then, at the end of the book, 
reviews “some lessons of experience” with developmental programs in five 
of these countries. In Chapters 22 and 23, Higgins discusses the tax problems 
that arise in fostering development and proposes an ingenious mechanism for 
minimizing tax evasion and maximizing growth, while raising government 
revenues substantially. His long chapter on the planning of economic develop- 
ment is outstanding. For instructors seeking quick summary statements, 
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Chapters 17 and 18 bring together the elements of Higgins’ development 
theory and his policy approach to the fostering of economic growth. Finally, 
his concluding chapter of proposals for further research would stimulate dis- 
cussion toward the end of ~ graduate course. 

We now have a number of valuable works in this field, and without stressing 
invidious distinctions, comparisons between them and Higgins’ text may be 
useful. First, there is 2 vital matter of methodological bias. Higgins begins 
his final chapter: 

The major thesis of this book is the need to break out of the traditional 
molds of economic thought when we come to analyze the process of 
economic growth. Both scope and method of development economics 
must be different from those of equilibrium economics, and policy recom- 
mendations based on misapplication of the methods of traditional equi- 
librium economics are likely to take us far astray. 


This conclusion is basically different from that of Meier and Baldwin in their 
1957 Economic Development (p. 448): 


. .. the study of economic development should not be confined to poor 
countries. The problem of maintaining development in rich nations is 
equally relevant. To restrict the subject to poor areas alone is to lose 
an essential sense of continuity in the concept of economic development. 
For, although there are many political, sociological, and economic 
differences between rich and poor nations, the fundamental economic 
forces and processes involved in development are basically similar in 
the two cases. There is no sharp dividing line between theories of de- 
velopment as applied to poor and rich countries. 


Higgins believes strongly that Western tools of analysis can be applied to the 
economies of non-Western societies (see his discussion on pp. 288-93), but 
he insists on the importance of recognizing differences in degree, especially in 
the surrounding environment. This is what aligns his work with that of 
Hirschman or Myrdal, and differentiates it from the Meier and Baldwin ap- 
proach, exemplified also in the 1955 Buchanan and Ellis study, Approaches 
to Economic Development. Higgins’ text draws on more recent evidence and 
is more sharply focused than W. A. Lewis’ Theory of Economic Growth 
(1955); and it provides far fuller coverage on all topics than C. E. Kindle- 
berger’s Economic Development (1958), though both these works are better 
written than the Higgins study. On issues of public versus private ownership, 
the effectiveness of market forces, and the proper scope of state-initiated de- 
velopment programs, readers will find a far more balanced treatment in Hig- 
gins than in the somewhat apoplectic approach of Bauer and Yamey in their 
Economics of Underdeveloped Countries (1957). Higgins’ analysis is con- 
siderably more up-to-date and advanced than that in Williamson and Butt- 
rick’s pioneering Economic Development (1954). 

For all its achievements, the volume under review cannot be said to have 
accomplished fully its author’s objectives. He hopes that it “will be intelligible 
even to people with no previous training in economics,” but this does not seem 
likely. Even for those who have had a good introductory course, the book 
will be difficult. Partly this is because extraordinary craftsmanship is required 
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to present complex, technical material in compact, introductory terms. The 
analysis must be unfolded with painstaking lucidity, anticipating all the 
puzzles standing before the beginner. Moreover, innumerable details must 
be handled with precision, and on both these counts, Higgins’ text is deficient. 
Abundant use is made of statistics and of a wide literature, but sources are 
incompletely and carelessly identified. Consequently it will be unnecessarily 
difficult for an interested reader to follow up the leads Higgins provides. Fre- 
quently terms are used without definition, and some of them are real mys- 
teries. Ordinary proofreading slips are numerous. Finally, in attempting to 
present the work of others in compressed form, Higgins appears to me to 
have produced several opaque passages. It would be well, for example, wher- 
ever feasible, to put students into direct contact with the recent writings of 
Hirschman and of Leibenstein. For students with a good background, in 
fact, use of Higgins as a text, plus a reading list of selections from such au- 
thors, may be the best available thorough introduction to this subject. 
HUNTER 
Haverford College 


Economic Development. By Henry H. Vittarp. New York: Rinehart and 
Co., 1959. Pp. xiv, 229. $2.50. 

For those who feel that the introductory economics course should present a 
substantial block of material on economic development, this simple and stim- 
ulating essay may provide an attractive answer. Its main theses are that tech- 
nological progress should be speeded up in the West, and that population 
growth should be checked all over the world, especially in underdeveloped 
areas. The argument is laid out in a form both temperate and tentative, while 
at the same time the author’s value judgments are sharply defined. There is a 
refreshing emphasis on the long-run factors that underlie economic growth, 
and this emphasis should do much to attract thoughtful students to the field 
of economics. 

After an introductory discussion (meaning, measurement, and comparison of 
income levels), Part II is devoted to a lively analysis of American and British 
experience since 1875, designed to show that effective research and innovation 
have been the keys to our economic progress. Villard compares the perform- 
ance of the United States and the United Kingdom in this respect, evaluates 
the relative merits of oligopolists and purely competitive firms in developing 
technology, and discusses the functions of government in stimulating technical 
progress. He distinguishes among fundamental research, practical research, 
and innovation, illustrating their importance with a variety of case studies and 
statistical data. Parts III and IV offer brief surveys of Soviet economic growth 
and the situation confronting underdeveloped areas, especially India. The 
section on the USSR is reasonably accurate and reflects good judgment in the 
selection of topics for discussion. The material on underdeveloped areas is, in 
my view at least, less well balanced. Two-thirds of the discussion concerns the 
dangers of continued rapid population growth, with only some 11 pages de- 
voted to problems of increasing the output of goods and services. Here the 
emphasis is on the great difficulties involved (see p. 201). And yet as the 
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author remarks in another connection (p. 189): “Because the problem is diffi- 
cult and not entirely economic, there has been a tendency in economics to state 
the difficulties and let the matter drop. This is unfortunate.” 

Recent population trends cannot fail to give a dispassionate observer pause, 
but Villard weakens his case (p. 180) with unnecessary exaggeration in his 
statistical example of “possible world population” if recent trends continue. 
The 1950 world total of 2.5 billion people would not be 1526 billion in the 
year 2350 with a doubling every fifty years; it would only (!) be 640 billion. 
The author’s conclusion is that the United States can best contribute to the 
economic development of underdeveloped areas by developing simpler and 
more effective contraceptives. This one-sided emphasis on the population side 
of the problem, while it will undoubtedly awaken students to a serious issue, 
carries with it the danger that students who have only this one brief exposure 
to the matter may develop distorted lifetime judgments on American public 
policies. Consequently instructors who assign Villard’s discussion may want 
to couple it with something like Wilfred Malenbaum’s recent 67-page paper- 
back, East and West in India’s Development. 

HUNTER 
Haverford College 


The Inflationary Spiral, The Experience in China, 1939-1950. By CHANG 
K1a-Noavu. New York: The Technology Press of Massachusetts Institute 
of Technology and John Wiley and Sons, 1958. Pp. xvii, 394. 


This is an important as well as a good book. It represents a thorough, work- 
manlike, and lucid contribution to our knowledge and understanding of one of 
the classic and most catastrophic inflations of modern times—an inflation 
with more far-reaching political consequences than any of its kind in Hungary, 
Germany or Greece. 

The author, one of the incorruptible elder economic statesmen of contem- 
porary China, is eminently well qualified to write on this subject. As a long- 
time banker, former Minister of Communications, and Governor of the Central 
Bank of China, he was both a participant in and a close observer of the events 
and policies he discusses. The central thesis ably developed is that hyperinfla- 
tion in China was primarily brought about by chronically huge and growing 
government deficits. The deficits in turn were preponderantly financed by note 
issue or government bank credit largely due to enormous military expenditures 
well beyond the capacity of the economy to bear. This was reinforced by easy 
credit policies designed to encourage expansion in wartime industrial produc- 
tion in the greatly shrunken area of unoccupied China. In wartime, military 
and government expenditures in general were rising when the country’s revenue 
and supply base was greatly narrowed as a result of Japanese occupation of the 
coastal and some inland areas of China. The inflationary process continued un- 
abated and with even mounting speed in the postwar period, fed by largely 
the same factors. Government deficits continued to rise owing to military ex- 
penditures incurred in waging the civil war against the Communist armies. 
The inflationary pressures were further aggravated by the postwar release of 
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long pent-up demand financed by dishoarding and easy bank credit. At the 
same time, owing to war devastation, Communist-engendered disruption of 
communication, and dismantling of Manchurian productive capacity by the 
Russians, the country’s capacity to supply expanding postwar demand was 
seriously undermined. Moreover, all of these conditions were critically accen- 
tuated by maladministration at all levels and in all fields, by technical fail- 
ures in fiscal and monetary management and by an incapacity to administer 
direct controls. The author finally tries to show that in general terms under- 
developed areas are much more vulnerable to inflation and less capable of 
containing it than more developed, commercialized, and monetized economies. 
Precisely for this reason, he attempts to draw some lessons from the Chinese 
inflationary experience with a warning to the governments of underdeveloped 
areas to heed this experience so as to avoid a similar economic and political 
disaster in their own countries. 

This reviewer finds himself in general agreement with Professor Chang’s over- 
all thesis with two reservations. First, it would be my inclination to attach 
much less importance than the author does to failures in tax administration, 
the implementation of direct controls, and to irrational banking and credit 
policies. Not that these were insignificant in and of themselves, but as fuel 
feeding the inflationary flames, they were so overwhelmed by the fantastically 
high government deficits and by wasteful military outlays that even with the 
most exemplary policies in these fields, it is most doubtful that the hyper- 
inflation could have been stemmed. 

Second, although the analysis of inflation potential in an underdeveloped 
area (Chapter 5) is interesting, it is less than convincing when applied to 
China. It is of course perfectly true that for the reasons outlined by the 
author, it may be more difficult to stem the inflationary tides in underdevel- 
oped countries. However, the forces which propelled the Chinese inflation 
were so potent that they would have been sufficient to overwhelm a sturdier 
and more modern economy. 

The general theme of the book is developed in four parts. Part I contains a 
historical account of the Chinese inflation divided into five chapters: the 
period up to 1939, war inflation, wartime changes in income distribution un- 
der the impact of inflation, postwar inflation, a theoretical model of inflation in 
underdeveloped area and its application to China. Each of the three historical 
chapters describes the contribution made to rising inflationary pressures by the 
government deficit, expansion of bank credit, supply responses, behavior of 
the foreign exchange rate and government policies. 

Roughly the same ground is covered in greater detail in Parts II and III. In 
Part II, the author describes and appraises prewar, wartime, and postwar 
government finance. Each of these chapters in turn analyzes the over-all bud- 
get, the growth of different types of expenditure, and the revenue situation. 
Additionai chapters deal with the state of the money market and private 
credit, and with aggregate supply conditions during the 1937-1949 period, i.e., 
trends in production, net imports and distribution. 

Part III is an exposition and critique of government policy with a chapter 
each devoted to the following fields: fiscal and monetary, foreign exchange, 
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foreign trade, and direct controls. Finally, Part IV attempts to draw some 
lessons from the Chinese inflationary experience. 

While this pattern of organization contributes to the thoroughness and de- 
tail of the book, it also makes it quite repetitious and tedious. Essentially, 
each of the three parts goes over the same material from different points of 
view. Therefore, one cannot help but feel that the book would be much better 
if it were considerably shortened. 

The contribution which this book makes is also seriously undermined by the 
author’s failure to discuss and appraise the validity, reliability and limita- 
tions of the statistics on which the narrative and analysis is based. The 95 
tables in the text and the 12 in the Appendices have only passing and cursory 
source notations which do not tell us how the original data were compiled. The 
author’s obligation in this respect is the greater in the face of his dubious 
claim that “the figures I quote and some estimates I make are based upon 
statistics which are accessible only to me.” 

ALEXANDER ECKSTEIN 

University of Rochester 


The Commonwealth Economy in Southeast Asia. By T. H. Smicocx. Durham: 
Duke University Press, for Duke University Commonwealth-Studies 
Center, 1959. Pp. xvii, 259. $4.00. 

The literature on economic development is pouring off the presses so rapidly 
that it is more than ever important to classify the contribution of each new 
work. Professor Silcock, of the University of Malaya, in these Duke University 
lectures gives a picture of the diversity of economic development in an area 
starting with Malaya but swinging out to include Singapore, Sarawak, Brunei, 
North Borneo, and in a few instances going as far as Hong Kong. No attempt 
is made to develop new theories or precise models, but students wanting to 
learn more about the process of economic development will find many pene- 
trating insights based on the author’s intimate knowledge of Malaya, Singa- 
pore and Sarawak. A 34-page classified and annotated bibliography is in- 
cluded to guide scholars who want more information on various aspects of 
the Malayan economy. 

Students interested in the critical relation between economic development 
and various stages of colonialism and independence will find much material in 
these lectures delivered just after Malaya had become an independent member 
of the Commonwealth. During these political changes Silcock believes that 
discontinuity in economic growth seems likely to occur because the problems 
of political and economic development are very different for a self-governing 
country and a colony run by the British. Unfortunately, in both business and 
government, a great many Asians have been trained as substitutes for Euro- 
peans in jobs designed for Europeans and not for the new jobs required with 
independence. 

No defender of British colonialism, though he points to many special in- 
stitutions developed to meet the economic needs of a particular state and to 
the higher incomes in the areas he studies than in neighboring countries in 
Asia, he recognizes many of the problems of ad hoc, unplanned, nonuniform 
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political decisions for economic growth. He admits that it may have been im- 
practicai io have worked out a thoroughgoing integration of Malaya, Singa- 
pore and the three British areas in Borneo, but at least the three Borneo 
territories might have had a uniform fiscal system so that oil-rich, skills-poor 
Brunei might not have idle surpluses while Sarawak and North Borneo had 
insufficient funds for needed social and economic programs. 

Rubber plays a major role, both in the entrepét cities and in the areas 

where the plantations and smallholders collect the latex. Malaya’s subsidized 
replanting program with clones that yield three times as much rubber per acre 
as the old trees is analyzed in terms not only of the small, less profitable 
estates it aids but also of those least helped—the big, progressive estates and 
the Malayan smallholders. Some might want to argue how much smallholders’ 
rubber, particularly in Sarawak, as compared to synthetic rubber, has con- 
tributed to the rather greater stability of rubber prices since the second world 
war. 
Silcock urges American social scientists and foundations to engage in more 
research in this area on such diversified topics as migration, motivation of 
rural peoples and the systems of capital formation used by the Chinese busi- 
nessmen. He rightly points out that because Americans do not stay long in 
underdeveloped areas they must rely on research, more of which is needed to 
avoid waste in aid programs. 

His fourth chapter on Malaya and the Free Trade Area was written for 
another audience and therefore seems less pertinent and more conjectural. In 
his final chapter on the Determinants of Economic Development he discusses 
many policy considerations: the role of taxation in encouraging development, 
the importance of training in business management and the rapid rate of popu- 
lation increase which requires a country to have much capital formation to 
maintain present levels, let alone grow. Earlier in the book he stresses that the 
importance of transport is often underestimated in underdeveloped agricul- 
tural countries and that the opening of new land in the region depends on the 
availability of capital. He warns that planning should not overstrain adminis- 
trative abilities by too elaborate control techniques. 

In a real sense the book reflects the commonwealth approach to develop- 
ment. It contains no detailed policy blueprint but a series of pertinent observa- 
tions by an economic expert on the area. 

EverETT D. HAWKINS 

Gadjah Mada University 

Jogjakarta, Indonesia 


An Economic History of the United States. By Girpert C. Fire and Jim E. 
ReeEsE. Boston: Houghton Mifflin, 1959. Pp. ix, 714. $6.75. 

The principal focus of this textbook is on the rise in personal income and 
standard of living of the American people. The book would seem to be directed 
toward use in courses at the freshman-sophomore level and particularly where 
students have had no prior introduction to economics. It has the customary 
textbook equipment such as an adequate index, an annotated bibliography, 
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brief summaries and suggestions “for further reading” at the end of each 
chapter, illustrations and maps, and a great many statistical tables and charts. 
A student’s manual is available which presents a summary of, and review ques- 
tions for, each chapter of the text. The style is clear and concise and the text 
is packed with factual detail. Case histories or hypothetical illustrations are 
presented to clarify the operation of economic principles or relationships. 

The authors follow what has become a fairly customary approach in the 
organization of their book. The material is presented topically within four 
time periods. Part I, after an introductory chapter on the “Roots of American 
Economic History,” deals with the colonial period through the formation of 
the constitution. Part II takes the reader through the Civil War. Part III en- 
compasses the period from the Civil War to the first world war; and Part IV, 
in which the topical approach is abandoned for a more chronological presen- 
tation, carries the student through the second world war and concludes with a 
chapter on the “American Economy at Mid-Century.” In order to treat more 
recent developments in greater detail approximately 60 per cent of the text is 
devoted to Parts III and IV. Each major section is introduced by a brief dis- 
cussion of the principal political events of the period. 

The book is distinctive for its emphasis upon agriculture and agricultural 
problems. In the author’s words: “Because of agriculture’s over-all economic 
importance in the nineteenth century economy, it has received somewhat more 
attention than customary. In contrast, when industry began to surpass farming 
as an income producer, emphasis is shifted to the reasons for, and results of, 
American industrial predominance.” Thus of the six topical chapters in Part 
II, two (more than 25 per cent of the text) are devoted to agriculture. Simi- 
larly in Part III, of nine topical chapters, two (some 20 per cent of the text) 
concern agriculture and its problems. 

It is unfortunate that the very attribute that imparts distinction to the book 
seems likely to detract from its usefulness. This is likely to be so particularly 
for those economists who look to economic history not so much to describe the 
economy of the past as to trace the development of institutions and problems 
of current interest and to illustrate the operation of economic principles. From 
this point of view, developments in agriculture in the first half of the nine- 
teenth century, dominant though agriculture then may have been, may be of 
no greater interest than the emergence of the corporate form in manufacturing, 
the experiments with government participation in canal construction, the early 
attempts at labor organization, or the performance by the Second Bank of the 
functions of a central bank. Shall the criterion for emphasis be importance at 
the time or significance for today’s problems? Most economists are likely to 
make the latter choice. Nor do the authors keep their promise of shifting em- 
phasis, once agriculture surrenders dominance. For example, in their two chap- 
ters on the 1920s, 15 pages are devoted to agriculture while only 24 are left 
for discussion of the postwar boom and recession, government and business 
including the tariff, general industrial growth, growth of individual industries, 
marketing, concentration and consolidation of business, foreign trade and the 
balance of payments, foreign investment, and transportation. To devote nearly 
4 pages to a discussion of the McNary-Haugen bill and the Agricultural Mar- 
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keting Act but only slightly more than one to the automobile industry and 
nothing to the capital markets hardly constitutes a de-emphasis of agriculture. 

The emphasis upon agriculture militates against a very rigorous approach to 
the other areas treated, and economists will find the level of economic analysis 
fairly elementary. The authors seem more intent upon describing the growth of 
income and living standards than upon analyzing the causes for it. Apart from 
a footnote adventure in Fisher’s equation of exchange there seems to be a 
reluctance to make explicit any but the most rudimentary economic principles. 
For this reason the text is not likely to prove useful in courses offered at the 
advanced level or where students have been exposed to much economic analy- 
sis. However, where the course is offered at the freshman-sophomore level and 
where the instructor prefers a strong emphasis upon agriculture, the book is 
worthy of serious consideration. 

H. JEROME CRANMER 
Drew University 


Economic Systems; Planning and Reform; Cooperation 


The Economy, Liberty and the State. By Carvin B. Hoover. New York: The 
Twentieth Century Fund, 1959. Pp. 445. $5.00. 

For more than 25 years Calvin B. Hoover has been studying and observing 
at first hand the operation of different contemporary economic systems. At vari- 
ous intervals, beginning with the New Deal’s Agricultural Adjustment Adminis- 
tration, he has served as economic adviser in agencies of the federal government. 
The present volume, which climaxes his experience in this field, examines the 
relationship between the different types of economies that have developed 
since the two world wars: the centrally directed economies of nazi Germany, 
fascist Italy, and the Soviet Union; the mixed systems of Britain and Western 
Europe; the economic organization of Yugoslavia and the Russian satellite coun- 
tries since the second world war; and the transformed capitalism of the 
United States. Hoover finds a trend in all countries away from traditional 
laissez-faire capitalism and toward either central planning or less direct and 
nonauthoritarian forms of control. He is concerned not only with the pro- 
ductive performance of the different economic systems, but also with the effect 
the general expansion of the economic province of government has had upon 
human liberties. 

In a brief chapter on German Nazism and Italian fascism he describes the 
resemblances and differences between these defunct forms of totalitarianism 
and the soviet system. He quickly disposes of the Marxists’ contention that 
Nazism and fascism were created by reactionary industrialists and landlords 
who feared an imminent communist revolution. The lesson to be learned is, 
he thinks, that the overthrow of capitalism and the suppression of freedom it 
makes possible need not be brought about, as Marx supposed, by revolution- 
ary engineers acting in the name of a discontented industrial proletariat. It 
may be brought about by political demagogues who direct their appeals to a 
respectable lower-middle-class frightened by the prospect of depression and of 
being reduced to the level of jobless proletarians. 
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Hardly any one, except Leninist-Marxist adherents, will take exception to 
Hoover’s view that “a socialism which embodies liberty is not to be attained 
by the Soviet route.” A momentary dictatorship is inevitably supplanted by 
the dictatorship of a party to be followed in turn by an unstable “collective” 
leadership of a small group and, ultimately, by the authoritarian rule of one 
man. The minor relaxations of repressive measures and the slight loosening of 
controls that have followed Khrushchev’s de-Stalinization campaign indicate 
no fundamental change in political principles and methods of the regime. Pub- 
lic criticisms or protests that threatened the intrenched party dictatorship will 
be put down just as ruthlessly as in Stalin’s day. Hoover comes to conclusions 
that have been stated many times by orthodox economists: that the abolition of 
private ownership does not necessarily insure greater freedom or equality to 
the workers, or place political and economic control in the workers’ hands, but 
gives rise instead to a new ruling elite deriving large incomes and special ad- 
vantages from the management of state property. 

In the past it was widely questioned whether a collectivist system could 
function successfully. “We know now,” Hoover states, that such a system “can 
function over a huge area with a large population at a level of production high 
enough to maintain a tolerable standard of living.” He doubts, however, that 
the productive superiority of collectivism has been definitely demonstrated by 
Soviet experience. Thus far the system has been free of the cycle phenomenon 
characteristic of capitalist economies; but there is no assurance that this -will 
continue to be the case once that country is fully industrialized. He does not 
believe that the rate of Soviet economic growth has been twice that of capital- 
ist economies during full employment. Discounting Soviet statistics and esti- 
mates by some specialists in the field, he places this rate at 6 per cent, and the 
level of production at 40 to 45 per cent of that of the United States at the 
present time. He finds that inefficiencies supposedly eliminated by planning 
have been perpetuated in Soviet industry by its cumbersome bureaucratic 
management. Khrushchev’s radical decentralization program reflects, he 
thinks, a general dissatisfaction with conditions that had become intolerable. 
The outcome of Khrushchev’s reforms is uncertain. But if the outcome is un- 
certain, one is inclined to consider as exceedingly optimistic Hoover’s forecast 
that “the present giant industrial combines in the Soviet Union might some- 
how evolve towards a forin more like that of capitalistic corporations and that 
new small-scale business might be permitted to operate privately.” He does 
add, however, that such a development cannot take place without the emer- 
gence of representative government, of which there is as yet no sign. 

Hoover is among those economists who hold that the American economy is 
increasingly monopolistic. He believes, accordingly, that monopolistic trade 
unions have been able to secure for labor a larger share of the national income 
than it would otherwise have received. But parts of his discussion lead one to 
conclude, correctly I think, that the important problem is the distribution of 
personal incomes rather than the relative shares going to labor and property. 
And the increase of personal incomes in the lower brackets—in other words, 
the decline in income inequality—has resulted from causes other than the 
monopoly power of organized labor. 
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In Hoover’s judgment the increased role of the state in the modified capi- 
talism of England, Western Europe, and the United States has not caused any 
decrease in personal liberty. General nationalization of industry and hence a 
complete “statization” of the economy has been avoided in these countries. 
Governmental controls have been directed towards achieving two ends: (1) 
full employment and economic stability, and (2) creating and maintaining 
“countervailing” power (a new term for bilateral monopoly) between large 
aggregates of economic power—monopolistic corporations in which manage- 
ment is divorced from ownership, and labor organizations practising industry- 
wide collective bargaining. In the popular mind, Hoover states, the liberties 
that have been curtailed, for example, by New Deal legislation, are business 
rather than personal liberties. But as he himself suggests, rather timidly I 
think, the representatives of the people, when confident of popular support, 
are quite as ready to encroach upon the civil liberties of individuals as they 
are to attack business or contractual freedom. Furthermore, when the state 
takes on the role of creating and equalizing bargaining power between rival 
economic blocs it is eventually confronted with the choice either of limiting 
their exactions and demands upon the community by regulating or suppress- 
ing them, or of becoming the pawn of the politically stronger side. 

Hoover thinks that there is little likelihood at present of the modified capi- 
talist systems of the West being replaced by collectivism by the conscious will 
of the majority of the electorate. Nevertheless, he concludes, Western capital- 
ism is faced with two serious problems: The first is the vulnerability of the 
system to extreme inflation and depression. The second, which merits greater 
consideration than it can be given in this review, is the nonsupport of the 
system by the intelligentsia. 

The book is a comprehensive description and balanced evaluation of the 
world’s leading economic systems. It is well documented and contains an ex- 
cellent bibliography. It is written with simplicity and should be useful either 
as a text or as general reading by the public. 

ABRAM L, Harris 


University of Chicago 


The Falling Rate of Profit: Marx’s Law and Its Significance to Twentieth 
Century Capitalism. By JosepH M. Grttman. New York: Cameron As- 
sociates, 1958. Pp. xi, 172. $5.00. 

According to Dr. Gillman, “in Marx’s theory of capitalist development 
[the] law of the falling tendency of the rate of profit occupies an especially 
crucial position,” and poses the to-be-or-not-to-be question for the capitalist 
system. Should the tendency be operative and not checked by countertenden- 
cies, the breakdown of the capitalist order would be inevitable. On the other 
hand, if it be neutralized, or overcompensated by countertendencies, there 
would be no room for concern about the viability of capitalism, “and the ad- 
vocates of a socialist solution to the ills of capitalism [would] become but 
Don Quixote’s tilting at windmills.” Although the attribution of such a view 
to Marx is highly questionable, Gillman has set himself the task of testing 
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the validity of this theory by tracing the behavior of the rate of profit in the 
U.S. economy in the course of the last hundred years. On the basis of extensive 
and most interesting statistical studies he concludes that until about the first 
world war the rate of profit was actually declining, but that thereafter it was 
either stable or even rising. In Gillman’s opinion, this development since the 
first world war represents but an optical illusion. If unproductive expenditures 
of business (taxes, selling costs of all kinds, and the like) were to be subtracted 
from the gross profit numerator or alternatively added to the capital outlay 
denominator, the rate of profit would be seen to have continued to decline also 
during the last four decades. The growth of unproductive spending thus becomes 
in Gillman’s view capitalism’s principal enemy—causing the decline of the rate 
of profit and accelerating the breakdown of the system. 

This is, indeed, a paradoxical way of looking at the matter, and I doubt that 
Gillman himself fully realizes its implications. For what follows from it is that 
U.S. capitalism today would be better off in the absence of the unproduc- 
tive outlays to which Gillman refers. Both the volume and the rate of profit 
would be higher. Clearly, for prosperity to prevail, these larger profits would 
have to find sufficient outlets in investment (at home and abroad) and/or 
in capitalists’ consumption lest they be “offset” (and eliminated) by massive 
depressions and unemployment. Since it cannot be Gillman’s view that depres- 
sion and unemployment would constitute a blessing to the capitalist system, 
he must believe that investment would respond to higher rates of return and 
rise automatically to the level required for the maintenance of reasonably 
high employment. 

That this confidence in the elasticity of investment with regard to the rate 
of profit is hardly compatible with the far-reaching (and growing) monopoliza- 
tion of the U.S. economy, correctly observed and stressed by Gillman, ap- 
parently leaves him undisturbed. Nor does he seem to be impressed by the 
undisguised dismay with which business circles react to any reduction of the 
government’s unproductive expenditures, or by the anguish caused in Wall 
Street by every outbreak of a “peace scare.” Having properly noted the 
growth and proliferation of unproductive resource utilization and waste under 
monopoly capitalism, Gillman fails to seize the opportunity offered to him by 
his own insight. What is in fact a large and increasingly indispensible outlet 
for the overflowing economic surplus, and a powerful counteracting force to 
the tendency to underconsumption (and underinvestment) characteristic of 
monopoly capitalism, appears in Gillman’s treatment as a drain on profits and 
a depressant of income and employment. 

This fallacy of ignoring the forces determining the level of effective demand 
under capitalism and of taking full employment for granted is fatal to Gill- 
man’s effort to arrive at a meaningful theory of twentieth century capitalism. 
While the development of such a theory is, in my opinion, impossible without 
a systematic application of the tools provided by Marxian thought, Gillman’s 
work can hardly be considered to be a step in the right direction. 

Paut A. BARAN 

Stanford University 
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The Roots of Capitalism. By Joun CHAMBERLAIN. Princeton, N.J.: D. Van 
Nostrand Co., 1959. Pp. xiv, 222. $5.50. 

Mr. Chamberlain immediately sets the pace for his book in the introduction 
by saying that this “is not a scholarly, detached thesis but a spirited defense 
of the institutions of capitalism.” Thus he proceeds to the task he has set him- 
self with the easy style and the carefree approach of a journalist. 

According to the book the roots of capitalism can be found in the ideas ex- 
pressed by Adam Smith and in the political setting spelled out by the Ameri- 
can constitution. They take hold in the sympathetic environment of the nine- 
teenth century and they mature under the impact of the political and eco- 
nomic events for which they are, in part, responsible. 

Much that was valuable has however been lost in the process, says 
Chamberlain, and the welfare state we have today is the road to eventual 
servitude. But, “there are ways to dismantle the welfare state without turning 
old people out to stony pastures.” Some of these ways involve charitable dona- 
tions and the use of foundations or other semipublic business organizations. 
Most of them are simply good business practices applied to the necessities of 
the community. In the “welfare society,” which he would like to see instead 
of our present system, individuals would provide for their own retirement and 
security through private insurance, employers would accept the principle of a 
guaranteed annual wage so that unemployment insurance would become un- 
necessary and the owners of blighted properties would pool their resources to 
eliminate slums. The farm problem would disappear as marginal farmers left 
their farms and accepted temporary help from the government while they 
resettled and trained themselves for occupations more in current demand. 
These and other changes would not come abruptly but would appear in the 
course of a gradual withdrawal of governmental activity in every sphere of 
economic life. 

The author arrives at these conclusions without going through a rigorous 
logical reasoning process; instead he tells anecdotes about the men who 
sparked the industrial revolution with their inventions and about the men who 
expanded it. He tells of Watt, Wilkinson, Hargreaves and Arkwright, of Henry 
Ford, Eli Whitney, Ransom Olds and Frederick Taylor, about Robert Owen, 
the Fabians and about other attempts in the cooperative movement. Inter- 
spersed with these stories are personal interpretations of the views of econ- 
omists and philosophers. 

In many respects this book is a plea for less governmental interference 
with business and with the economic freedom of the individual. It tries to 
show that the right to private property, coupled with freedom of contract in a 
democratic state, can and does provide the matrix for vigorous growth. In 
many respects it is a departure from Chamberlain’s last book, Te American 
Stakes, in which he seemed far more willing to see advantages in the applica- 
tion of state power, at least when used to increase the average individual’s 
“social power,” i.e., his power to create wealth for himself by applying brain 
and brawn to raw materials. At that time he thought that the New Deal, on 
balance, had been beneficial. 
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The Roots of Capitalism is far more conservative; it ignores most of the 
unpleasant aspects of laissez-faire capitalism and it seems to say, almost, that 
men and institutions have changed sufficiently so that much is possible now 
that would have been impossible half a century ago. It ignores cyclical fluctua- 
tions, crises and depressions, and the other unpleasant by-products of un- 
controlled business freedom. In painting the rosy picture of its ideal, it 
shows an almost innocent willingness to assume that men will join, unsel- 
fishly if necessary, to provide the social needs of society. Or at least that they 
have found the way to provide for public necessities while pursuing purely 
personal goals. It is a moot question how, in such a society, taxes and tariffs 
would be treated. There is no mention of a conflict between personal con- 
sumption desires of the citizens and public investment demands to keep pace 
with them; nor is there even a hint of the incentives which would be necessary 
to induce the masses to provide the bulk of the resources for such investment. 

Chamberlain is not an economist; it would not be fair to expect an eco- 
nomically sound thesis from him and he frankly says that this is not his pur- 
pose.As a man skilled in journalism with a good knowledge of history he has 
expressed his strongly rooted faith in free enterprise. There are certain facets 
of his argument which certainly have merit and, since his style is pleasant, 
the book makes enjoyable reading even if one cannot help but note the many 
inaccuracies and contradictions which it contains. 

Erwin RauscH 

New York City 

Business Fluctuations 
Les fluctuations économiques. By MENTOR BountaTIAN. Paris: R. Pichon et 
R. Durand-Auzias, 1959. Pp. 133. 1,335 fr. 

Professor emeritus Bouniatian here reassembles, with only minor changes, 
five articles which originally appeared in the Revue d’économie politique and 
Revue des sciences économiques, and which were devoted chiefly to denounc- 
ing the heresies of the new economics. There is no indication that he has 
examined any of the voluminous technical discussion of these issues, published 
in the last two decades.* 

The first chapter, on the illusions of credit, strikes at what he considers the 
root error: the idea that an expansion of bank credit can increase economic 
activity. This is an illusion, he feels, because the effects of bank deposits are 
not added to those of monetary circulation, but merely replace them. A rise 
in bank deposits can not, therefore, have the same effect on prices as an in- 
crease in the quantity of money. “It is the quantity of monetary gold and the 
public’s need for it which, finally, determine the value of money.” Bank 


* The key chapters contain no references to literature published later than the mid-’thirties, 
though there is one reference to an unpublished book on banking. Later chapters refer to 
annual reports of the National Credit Council, and Regie Renault, to two (quasipopular) 
estimates of the damages of inflation, and to two postwar books on the history of economic 
doctrines—but these latter are referred to solely to complain of inadequate recognition of 
Bouniatian’s own contributions. 
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credit reflects, on the one hand, the amount of money—itself limited by the 
gold reserve—and, on the other, the economy’s objective need for the means 
of payment, based on the level of economic activity. Bank credit is then a 
passive, not an active, element in the economy. 

The second chapter attacks the notion that public works can increase 
economic activity in a depression. Actual experience in this field is inconclu- 
sive: “The question can be settled only by a theoretical analysis.” In the light 
of theory, it can be seen that the hope of increasing employment by this means 
is chimerical. Capital used to create public works must be taken from other 
alternative uses, and hence can add nothing to the total of employment op- 
portunity. Bank deposits can not be used for this purpose, for they too would 
be displaced from alternative uses; and as previously demonstrated, the crea- 
tion of additional bank credit can not add to activity. 

A third chapter attacks Keynes’ theory of employment, particularly for sup- 
posing that an excess of intended saving in conjunction with rising liquidity 
preference and hoarding might depress economic activity. Such hoarding, it is 
here alleged, has never been empirically established, and is theoretically im- 
possible because “The quantity of money in circulation is determined by the 
need for means of payment and the normal need for cash. . . . It is evident that 
if one person increases his cash reserves he can do so only at the expense of the 
cash reserves of someone else.” 

The fourth chapter, which is of more recent vintage, attacks French postwar 
inflationary credit policies, which are attributed in part to the influence of 
Keynesian ideas. It is denied that an increase in monetary demand can stimu- 
late the economy even when substantial resources are unemployed. Production 
cannot expand immediately—necessary preparations must first occur, and 
this takes time (e.g., new plants may have to be built). But an increase in 
monetary circulation merely raises the prices of the goods which are here 
now—it can not add to the real purchasing power of the community. 

The last chapter is devoted to the thesis that Albert Aftalion has appropri- 
ated and been given credit for some of Bouniatian’s ideas on business cycles. 
This is a matter about which the reader will, I suspect, feel less concerned than 
does Bouniatian—though issues of justice and scientific integrity are raised 
which can hardly be ignored. 

If this book has a value it is chiefly as a sort of museum piece. It takes us 
back, at a bound, to an earlier stage of economic thinking—which, it is some- 
times hard to remember, is only a single generation removed, and in some 
minds lingers on still. It is healthy for younger economists, particularly, to see 
how today’s economic commonplaces looked like dangerous heresies only a 
quarter of a century ago, and how stubbornly the new insights were resisted 
by the entrenched orthodoxy of the time. If this demonstration can help us 
to be even a trifle more openminded and imaginative when we first encounter 
the disturbing new ideas of tomorrow, then Bouniatian’s little book will not 
have been published in vain. 

EMILE BENOIT 

Columbia University 
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Money, Credit and Banking; Monetary Policy; Consumer Finance; 
Mortgage Credit 


Monetair Evenwicht en Betalingsbalansevenwicht. By G. A. KessLer. Leiden: 
H. E. Stenfert Kroese, 1958. Pp. xiii, 496. Fl. 20.50. 

In recent years two new statistical devices have been introduced to improve 
the analysis of monetary developments. One of them is the flow-of-funds data 
published by the Federal Reserve; the other is the “liquidity analysis” (to use 
a term proposed by M. W. Holtrop) of the Netherlands Bank. The man who, 
as deputy director and long-time chief of research of that Bank, has (together 
with Holtrop) been responsible for developing the latter device, now takes it 
as the basis of a thorough analysis of monetary and balance-of-payments 
equilibrium. 

The author starts with a somewhat elementary discussion of monetary 
equilibrium in a closed economy, introducing the fundamental terms of the 
system: liquidity deficit and liquidity surplus, and inflationary and deflation- 
ary impulses and reactions. He continues with a brief explanation of balance- 
of-payments equilibrium. In the third and most important part of the book, 
he deals with the relations between monetary and balance-of-payments 
equilibrium, including especially the problems of restoring disrupted equilibria. 
An appendix briefly but completely describes the technique of liquidity ac- 
counting used by the Netherlands Bank. A summary, with an English transla- 
tion, presents the most important conclusions reached by the author, but un- 
fortunately without most of the underlying reasoning and in an order different 
from that followed in the body of the book. 

In the course of his discussions the author touches on virtually every 
important problem of monetary and balance-of-payments theory and many 
fundamental questions of monetary and balance-of-payments policy. Par- 
ticularly useful are the tables showing, for instance: the relations between 
changes in the supply of and demand for capital and in liquidity conditions 
(p. 90); the relations between internal, external, and “global” equilibrium 
conditions (p. 273); the effects of various stabilizing policies on the domestic 
business cycle and the balance of payments (p. 306); the interrelations be- 
tween current and capital transactions in two interconnect« | countries (p. 
334); the effects of inflationary and deflationary impulses from abroad under 
different cyclical conditions (p. 353); and the relations between such impulses 
and the balances of payments of the countries involved (p. 387). 

Conforming to the Netherlands tradition the author stresses liquidity 
rather than cash balances, including (in addition to money) time deposits and 
short-term Treasury paper, whose holders can transform them into money 
without market transactions that would simultaneously reduce the liquidity 
of another economic unit. The author concludes that a central bank can reduce 
or increase the liquidity of the economy by its open-market transactions, with- 
out changing its net holdings of government securities, merely by selling 
long-term and buying short-term securities, or vice versa (p. 205). This con- 
clusion should be carefully studied by those economists and politicians who 
want a central bank to operate with securities of varying maturities in order 
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to influence interest rate levels without paying attention to the unavoidable 
effects of such operations on liquidity. 

The author freely concedes that liquidity analysis must be supplemented 
by income-flow analysis since liquidity analysis only reveals changes in li- 
quidity positions without indicating the flows that lead to those changes 
(e.g., p. 162). The flow-of-funds data of the Federal Reserve seem therefore 
to be superior to the liquidity analysis data. However, I do not know of any 
major American work that has made use of the flow-of-funds data; in con- 
trast, every recent annual report of the Netherlands Bank has discussed the 
problems of the Netherlands internal and external economy on the basis of its 
liquidity analysis, and now a respectable theoretical work has been built on 
the same foundation. As long as American economists are unwilling or unable 
to make similar good use of their own tools, they can hardly deny the champi- 
onship in this field to their Netherlands brethren. 

J. Herspert FurtH 

Washington, D.C. 


Volkswirtschaftliche Saldenmechanik: Ein Beitrag zur Geldtheorie. By Wotr- 
GANG StU1TzEL. Tiibingen: J. C. B. Mohr (Paul Siebeck), 1958. Pp. viii, 
270. DM 26,-. 


This book constitutes a greatly expanded version of some ideas that first 
appeared in the author’s article on “Konjunkturtheorie” in the Enzyklo- 
pidisches Lexikon fiir das Geld-, Bank- und Bérsenwesen (Frankfurt/Main, 
1957). The author is concerned with money flows between economic units 
and with net changes in the money holdings of these units as the result of such 
flows. While Stiitzel does not define such units further, they may be house- 
holds, firms, governments, groups of households or firms, the industries of a 
Leontief matrix, or the economic atoms of the Walrasian universe. Starting 
with the rather obvious proposition that money flows between units are in 
perfect balance if the expenditures of each unit are equal to its receipts, 
Stiitzel points out that, even if the volume of money flows should increase 
or decrease, the money holdings of individual units will not change so long 
as the receipts and expenditures of each unit change pari passu. He holds that 
the significant variables in monetary analysis are therefore not changes in the 
volume of money flows, but departures (Abweichungen) from the equality be- 
tween receipts and expenditures of economic units. Stiitzel considers the 
thorough investigation of this Saldenmechanik, or mechanism of net balances, 
one of the “most important contributions to a better understanding of mone- 
tary and economic phenomena” (p. 50). In this thesis there are of course 
strong echoes both of the Robertsonian period analysis and of Copeland’s 
explanation of economic fluctuations in terms of money flows, although Stiitzel 
does not go so far as to derive a theory of business cycles from his basic 
framework. 

Stiitzel’s book represents primarily variations on his main theme. After 
discussing problems of aggregation and disaggregation (Ch. 1) and stating his 
thesis with the help of numerous theorems and postulates (Ch. 2), the author 
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illustrates his proposition with a condensed flow-of-funds analysis of the 
German economy in the 1950-56 period (Ch. 3). In Chapter 4, he attempts 
to apply his ideas to the balance of payments by treating balance-of-payments 
disequilibria as a special case of “departure,” in the broader context of inter- 
national payments, from the equality between receipts and expenditures. In 
the process he formulates his own definition of the dollar gap—somewhat in 
the fashion of Machlup’s second concept, relating to the “program balance of 
payments”—as the current-account deficit resulting from planned expendi- 
tures by nondollar-area households and firms that did not appear sufficiently 
attractive or creditworthy to dollar-area lenders and investors. Finally, in 
Chapter 5, the author abandons the simpler analysis involving only pairs of 
transacting units and branches out into a network of money flows that takes 
into account the credit-creating potential of the banking system. 

While the author’s basic proposition—if extended sufficiently—bears some 
traces of cycle theory, the big difference is that Stiitzel stops short of any 
inquiry into motives. He fails to inquire why even the “simplest” of his 
economic units, the individual consumer, might wish to retain part of his 
money income, i.e., increase his cash balances. Nor does he deal with investor 
behavior and the making of investment decisions. Secondly, as already men- 
tioned, Stiitzel does not take the next logical step which would lead him to 
explore the causal relationship between his “departures” and economic 
fluctuations, and hence the possible implications of these departures for 
economic policy. In fact, Stiitzel’s treatment makes for an essentially non- 
dynamic approach which relates to single undefined time periods taken in 
isolation and his sequence does not appear to be sufficiently complex to serve 
as a basis for a complete business cycle theory. 

Federal Reserve Bank of New York 


Money and Banking. By Letanp J. Pritcuarp. Boston: Houghton Mifflin 
Co., 1958. Pp. xiv, 770. $6.95. 

This is a new addition to the already intractably long list of texts designed 
to meet the needs of the first course in money and banking. The primary ob- 
jectives of the book are to give the student a firm grasp of (1) the nature and 
origin of money, (2) the principles and interrelationships of the monetary and 
banking system, (3) the relationship of money to prices, production, and 
employment both in the domestic and international spheres, and (4) the 
effects of monetary and financial policies on the economy as a whole. 

The organization of the volume does not depart in any essential way from 
the conventional arrangement of the subject matter found in most of the 
better known texts in the field. It is divided into seven parts. Part I deals with 
introductory and historical aspects of money. The chapter in this section on 
“The Money System of the United States” seems to be unfortunately titled 
since it is mainly descriptive of the various types of currency rather than the 
complex set of interrelations between the commercial banks, the Federal 
Reserve and the Treasury which we normally think of as comprising the 
monetary system. 
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The nine chapters of Part II are concerned with commercial banking, 
operation and structure. These chapters are excellently developed, ma! ‘ng 
this probably the most teachable section of the book. Parts III, IV, and V are 
titled “Banking History and Development, “Central Banking and Monetary 
Management,” and “International Financial Relationships,” respectively. The 
chapters in these sections are standard treatments except for the separation of 
the discussion of bank failures and the insurance of bank deposits (a chapter 
in Part III) from banking structure (a chapter in Part II). In another 
instance, it is hard to see the need for a whole chapter on “The International 
Gold Standard” (in Part V) after the subject had been discussed in the 
chapter on “Monetary Standards” (in Part I). 

Part VI introduces monetary theory by way of the “value of money” and 
the “income-expenditure” approaches, The author puts particular emphasis 
on the complementary character of these ways of looking at the influence of 
money rather than viewing them as necessarily alternative approaches. The 
concluding Part VII on “Monetary Policy and Debt Management” is perhaps 
the most striking departure from the usual treatment of this subject. It is 
here that Pritchard clearly succeeds in showing the relevance of theory to 
policy; and his discussion of debt (both public and private) and debt manage- 
ment is more lucid than one is likely to find in most other competitive texts. 

Two major criticisms of the text must be made. The first relates to the 
desirability of forcefully arguing for one side of very controversial monetary 
issues in an introductory text when there is neither time nor space for fully 
presenting the case for the other side. Every serious student of monetary 
economics has a bag of monetary reforms and Pritchard is no exception. His 
chapter on “Monetary Manager -nt and the Banking System: an Appraisal” 
is devoted mainly to argument iv: the following reforms (among others): (1) 
national incorporation of all commercial banks, (2) limiting legal reserves to 
deposits in the Federal Reserve Banks, (3) extending the Board of Governors’ 
power to fix the reserve ratios of banks within a range of 0 to 100 per cent, 
(4) eliminating the distinction between demand and time deposits, (5) ex- 
tending the power of the Board to fix margin requirements to include the 
commodity markets. It should at least be added that some of these reforms 
involve such powers as the present Reserve Board would probably be loath to 
have. 

The second criticism pertains to a possible confusion which may arise because 
of a type of analysis which the author describes as “flow-of-funds.” This is a 
framework, developed by Pritchard, within which various sources and uses of 
funds may be viewed. However, this framework should not be confused with 
the flow-of-funds analysis which most students by now have come to identify 
with the social accounting system developed by the Federal Reserve Board. 
Pritchard does not acknowledge the existence of the Federal Reserve studies, 
to say nothing of contrasting his framework with the better known flow-of- 
funds system. 

There are many points throughout the book where the careful reader will 
pause to dissent (for example, his attack on Keynes, 265-68), but these are 
for the most part minor. They may well add spice to the text, and be used to 
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stimulate student interest. A few topics were omitted or inadequately de- 
veloped, which some teachers of money and banking might like to have had 
treated in a text. There is no systematic discussion of the money market, and 
in particular the important government securities and federal funds markets, 
and the central role of the commercial banks in these markets. Moreover, 
no account is taken of the growth of nonbank financial intermediaries and the 
problems they may create for effective credit control by the Federal Reserve. 
Indeed, Pritchard states emphatically that “while an understanding of our 
monetary system is impossible without a thorough familiarity with the nature 
and operations of the commercial and the Reserve banks, this does not apply 
to the intermediaries either individually or collectively.” 

Pritchard’s text has much to recommend it. It contains and employs many 
attractive charts, tables and figures, and it makes extensive use of T-accounts 
to illustrate particularly troublesome points. On the whole, the volume is well 
conceived and presented, and it should be well received. 

Emmett J. Rice 

Cornell University 


Money, Credit, and Public Policy. By LAWRENCE SmitH. Boston: Houghton 
Mifflin Co., 1959. Pp. ix, 756. $6.75. ; 

This new text on money and banking is long on history and the institutional 
approach and short on monetary theory and discussion of modern Federal 
Reserve policy. The traditional topics in money and banking are completely 
and accurately handled by Professor Smith, but there are woeful inadequacies 
in his discussion of recent Federal Reserve policy. Also, Smith treats tradi- 
tional monetary theory topics briefly. 

The strong points of this text are clearly the rich detail and loving attention 
paid monetary and banking history, particularly in the United States. The 
discussion here moves well and is handled in an objective manner. The 
strengths and weaknesses of the traditional gold standard, for example, are 
very well covered. The monetary controversies of the 19th century in the 
United States come to life under his expert treatment. One might speculate 
that Smith has a particular affection for this aspect of his subject matter. 
Certain it is that the historical discussions, of which there are many, are 
handled with a sure and deft hand. Smith demonstrates his considerable 
literary ability in these sections particularly well. 

Commercial banking is also handled in an adequate manner, though one 
might wonder why a discussion of branch and unit banking, including par- 
ticular mention of California banking, omitted any footnote or bibliographical 
reference to the standard work here by David Alhadeff, Monopoly and Com- 
petition in Banking? But it is particularly Smith’s discussion of central bank- 
ing that is open to criticism. At the very beginning of his chapter called “The 
Federal Reserve System” he asserts (p. 499): “A central bank is a bank which 
holds the reserves of the commercial banks of a country and uses them in the 
interests of the economy as a whole. To elaborate further, the holding of bank 
reserves gives to a central bank substantial lending power, a power to lend not 
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merely an amount equal to its own holding of reserves but a multiple of these 
reserves.” Surely it should be obvious that no bank, including a central bank, 
can loan a multiple of its liabilities. The commercial bank reserves held by 
the Federal Reserve, of course, are liabilities and not assets of the Federal 
Reserve, so the statement as made is incorrect. 

The great importance which the Federal Open Market Committee (FOMC) 
has in determining monetary policy is not recognized in Smith’s discussion. 
Since the Executive Committee of the FOMC was abolished in June 1955, the 
FOMC has been meeting regularly at least every three weeks in Washington. 
Smith asserts: “In general, it may be said that the Board determines policy 
and makes regulations while the Reserve banks carry out the actual process 
of central banking . . .” (p. 503). In fact, it would be more accurate to say 
that the FOMC, which de facto comprises the Board of Governors and the 
twelve Reserve Bank presidents, determines monetary policy. Not only open 
market operations but discount rate changes and changes in reserve require- 
ments are discussed in this key policy group. The most important part of the 
annual report of the Board of Governors consists of the summary minutes of 
the FOMC meetings. It is here that flexible monetary policy is fashioned. In 
order to guarantee speed and flexibility, numerous telephone meetings were 
held in 1958, for example. In five of these telephone meetings important 
policy decisions were made. 

In discussing open market operations, Smith falls into the common error 
made by so many money and banking texts when he states: “When the 
Federal Reserve wishes to tighten credit it sells government bonds . . . The 
Federal Reserve buys in the open market when it is deemed wise to stimulate 
the expansion of credit. Bonds purchased . . .” (p. 515). Actually, Smith 
makes two errors here. One is that, since 1952, the Federal Reserve in its 
open market operations has worked under a self-imposed “bills only” doctrine, 
so that government “bonds” are purchased or sold only under conditions in- 
volving an extremely disorderly government securities market (e.g., July 
1958). Secondly, the Federal Reserve may be purchasing government securi- 
ties when it is tightening credit and it may be selling government securities 
when it is actively easing credit. The paradox in this statement is resolved 
when one keeps in mind that the Federal Reserve engages in regular seasonal 
operations of a large magnitude wherein it always buys government securities 
prior to Christmas and similarly always sells Government securities in Janu- 
ary. If it wishes to tighten credit in the fourth quarter of the year, it does 
not sell government securities, but rather purchases somewhat less than the 
amount normal for that time of the year. Similarly, in a recession period, such 
as 1957-1958, the Federal Reserve still sells governments in January, but it 
sells less than the amount normal for that season of the year and in this 
manner accomplishes credit ease. 

In his definition of the money market, Smith uses a broad concept so that 
what he is referring to is the series of markets in which all loanable funds are 
exchanged. Many specialists prefer a narrower definition which would restrict 
the term“money market” to the over-the-counter market, largely concentrated 
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in New York City, which trades in very-short-term highly liquid assets, such 
as Treasury bills. 

It would be possible to use supplementary readings in the area of the money 
market and Federal Reserve policy in connection with Smith’s text. This text 
would be particularly suited for those courses in money and banking emphasiz- 
ing the historical and institutional approach. 

Joun A. CocHRrAN 

Southern Illinois University 


Public Finance 


Public Expenditures in Australia. By B. U. Ratcurorp. Durham: Duke 
University Press; London: Cambridge University Press. 1959. Pp. xvii, 
320. $7.50. 

The literature of public finance contains few book-length studies of public 
expenditure. The techniques of economic analysis have not been applied in 
this area, and we have few useful generalizations about public consumption. 
The principles which should govern the use of resources for public as com- 
pared with private purposes, as well as their use for one public purpose rather 
than another, are underdeveloped. 

The study being reviewed, restricted to one country, may serve to produce 
such principles as one building-stone in a large edifice. Certainly public ex- 
penditure in Australia has interesting features: government ownership and 
operation of enterprise is extensive; welfare expenditure, especially in the last 
two decades, has grown very rapidly; the federal nature of Australia has 
induced creation of unusual intergovernmental financial devices; local govern- 
ment has been unimportant, and its expenditure amounts only to 6-7 per cent 
of total public expenditure (compared to 16 per cent in the United States). 

When Australia was united into a federation in 1900, its constitution was 
modeled on that of the United States, the intention being to limit the powers 
of the Commonwealth government. In fact, this has not happened; instead, 
the Commonwealth government has grown very strong. Possession of con- 
stitutional authority did not furnish the states with the financial and ad- 
ministrative power to cope with the exigencies of two world wars and the 
great depression. The process by which centralization went forward could 
hardly have been forecast. Little or no formal transfer of power was made, 
both because the states were unwilling to yield their position and because 
voters, when confronted with the chance to amend the constitution, refused 
to do so. Yet the Commonwealth government acted as if it had power, some- 
times being confirmed later through court decision and sometimes going un- 
challenged. The Commonwealth has taken over taxation of income; it has 
developed an extensive system of federal grants, of which 70 per cent are 
unconditioned. Grants received by the states are more than twice as large as 
state tax collections, and, in the author’s opinion, they have promoted political 
irresponsibility on the part of the states. The generalization is amply sup- 
ported that Australia “has a more elaborate and complex machinery for main- 
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taining financial relations between the states and the federal government than 
any other federal state” (p. 226). Another war or severe depression might 
bring the end of federalism in Australia. 

Ironically enough, the centralization of expenditures has not strengthened 
the role of expenditure in fiscal policy. In the postwar years, 1949-1952, when 
inflationary forces were strongest, public expenditure (excluding defense) 
rose by 91 per cent. The author believes that in Australia “the normal course 
is for government expenditure to rise during a period of inflation” (p. 263). 

While Ratchford is aware that international comparisons are tricky, he 
offers figures which indicate that, in Australia, government expenditures for 
health and welfare and for roads and transport, are relatively high (6.7 and 
3.5 per cent respectively of GNP, compared to 4.7 and 1.9 per cent for the 
United States), whereas expenditures for education and for defense are low 
(1.8 and 3.7 per cent compared to 3.1 and 15.3 per cent). The low figure for 
defense indicates Australian reliance on its membership in the British Com- 
monwealth; the high figure for roads and transport reflects public ownership. 
Transportation has probably been the most unfortunate governmental activity 
in Australia. Rail transport suffers from the existence of three gauges and 
operation of railways by the states has held back development of highways 
and actually led to discriminatory taxation of highway use. The transportation 
system of Australia has been and is inefficient; it has put a drag on economic 
development. 

Ratchford has made a valuable addition to the economic literature on 
Australia. His appraisal of events is judicious, and he has provided new and 
extensive statistics to buttress his generalizations. 

James A. MAXWELL 

Clark University 


Federal Budget and Fiscal Policy 1789-1958. By Lewis H. Kimmev. Wash- 
ington D.C.: The Brookings Institution, 1959. Pp. x, 337. $5.00. 

This book would better have been titled “what some people have thought 
about some aspects of federal budget and fiscal policy,” for its concern is with 
the evolution of the fiscal theory of aggregate revenues, expenditures, and 
debt. Kimmel documents with extensive quotation the 19th century pre- 
occupation with limited government and economy, the antagonism to deficits 
and debt in peacetime. The depression of the 1930’s paved the way for a 
great transformation of thinking, but only, as Kimmel clearly shows, after 
both political parties tried to outdo each other in pledging allegiance to the 
traditional dogmas in the election of 1932. Franklin Roosevelt, in the early 
years of the New Deal, remained generally committed to the traditional dis- 
like of deficits, until the recession of 1937-38 and the spread of Keynesian 
ideas brought fuller acceptance of their use in depressions. Kimmel concludes 
with a description of the adoption of the Employment Act and its implemen- 
tation, and contemporary attitudes toward continuous use of fiscal actions for 
stabilization purposes. 

The book has numerous individual sections which are interesting and 
valuable. President Grant displays a sophisticated recognition of the way a 
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growing national income reduces the burden of the national debt, and the 
fiscal insights of Simon Patten are impressive. The financial trauma of the 
Hoover administration is well presented, with interesting attention to the views 
of dissenters from the orthodox position. And it is worth the price of admission 
to read Bernard Baruch’s complaints in 1933 about the three previous years 
of inflation. 

But, as a whole, the book suffers from several serious deficiencies. Although 
Kimmel states at the outset that “an appreciation of the environment in which 
budget and fiscal theories were developed is essential for their understanding,” 
he has neglected several vital aspects of this problem. Discussion of the fiscal 
ideas of presidents, Treasury secretaries, and others is not usually related to 
any description of what the government really did. Kimmel seldom uses Con- 
gressional source materials, an omission which leaves a void in the history of 
ideas. Further, he gives little attention to the political process of fiscal policy- 
making or to the short-run economic factors which have influenced fiscal 
policy from year to year. Without these, description of prevailing fiscal 
ideology lacks perspective, for we do not know how much it affected actual 
policies. Presidential statements, extensively quoted, too often lack the context 
needed to interpret them. 

Kimmel concludes that “the modern conception is that the only sound 
fiscal policy is a flexible one. ” No doubt public opinion has shifted a lot. 
But the practice of fiscal policy has displayed impressive flexibility in the 
past. Kimmel ignores pre-1776 experience, and thus neglects the fiscal aspects 
of American colonial “currency finance” so ably analyzed by Ferguson, Lester, 
and others. In the 19th century, the federal government incurred deficits in 
every major depression but one. Despite the prevailing ideological hostility, 
there were contemporaries who appreciated the economic benefits of these 
deficits, and plenty of pragmatic politicians who gave lip service to the idea 
of a balanced budget while avoiding the tax increases or spending cuts needed 
to balance it. By ignoring these factors, Kimmel exaggerates the shift in actual 
policy since the 1930’s. 

Although the style is clear, the selection and arrangement of materials are 
sometimes puzzling. Topics of major importance are treated superficially, 
while extensive space is devoted to quoting presidential platitudes or trivia 
from secondary sources. Only casual reference is given to the theory and prac- 
tice of wartime finance. The link between fiscal policy and the money supply, 
which was especially important in 1862-1914, is virtually ignored. Discussion 
of tax policy after 1932, which is crucial to an appreciation of the confusion 
of New Deal fiscal thinking, is lacking. The relative space devoted to topics 
is also puzzling. For the pre-1860 period, six pages are given to internal im- 
provements, only four to war and depression combined. Kimmel spends six 
pages on the balanced-budget multiplier, although the multiplier concept 
itself receives only passing reference and no attention is given to empirical 
studies of the propensity to consume. 

Kimmel does a good job on the evolution of academic opinion, although he 
stresses ideology rather than analysis in premodern thought. His discussion of 
contemporary thought follows his source materials rather closely. Unaccount- 
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ably, he ignores the contribution to history or theory of such prominent names 
as M. S. Kendrick, J. M. Clark, H. H. Villard, D. R. Fusfeld, and S. S. 
Alexander. He makes no effort to use the historical record to evaluate the 
effects of fiscal policy or to judge its relative desirability, and his discussion 
of the political and administrative problems of fiscal policy is skimpy. 

This book may prove useful for collateral reading for undergraduate stu- 
dents of public finance. The professors will probably find it disappointing. 

Paut B. TREscOTT 
Kenyon College 


Steuerinzidenzlehre—Grundlagen und Probleme. By Horst CLAUS RECKTEN- 
WALD. Berlin: Duncker & Humblot, 1958. Pp. 164. DM. 14,00. 

This volume testifies to the international scope of the recent renaissance 
of interest in the theory of tax incidence. Engendered in part by the existence 
of large budgets, the driving force is nevertheless a more basic one: this is 
the need for applying the modern tools of economic analysis, especially of 
macro-theory, to a difficult problem which heretofore has been treated in none 
too satisfactory a fashion. Dr. Recktenwald’s brief but compact study renders 
a valuable contribution to this endeavor. 

The author approaches his study with a healthy sense of eclecticism. There 
is no one single methodology that will give the true answer. Deductive as well 
as empirical work is needed; the analysis of comparative statics must be com- 
bined with a dynamic view, and even though much work remains to be done 
at the general equilibrium level, the partial approach must be retained as an 
important point of departure. Proceeding accordingly, Recktenwald examines 
problems drawn from this variety of approaches. His main concern is with the 
basic issues of incidence theory rather than the detailed analysis of specific 
types of taxes. 

The study begins with methodological considerations, in particular a dis- 
cussion of how the concepts of incidence and shifting are to be defined, but 
the author prefers not to commit himself to any one view. A distinction is 
drawn between (1) immediate incidence and resulting income effects, (2) re- 
sulting price changes or shifting, and (3) substitution effects or tax avoidance. 
This distinction is held useful particularly for partial analysis, it being recog- 
nized that it is difficult to distinguish the interplay of these forces in general 
equilibrium analysis. Here, the author is sympathetic to the reviewer’s sug- 
gestion that incidence be thought of in terms of the differential effects of 
various taxes upon the distribution of income in the private sector. 

Perhaps the most interesting chapter deals with the general equilibrium 
aspects of incidence theory. This problem is developed by means of income- 
expenditure matrices, in which households, firms and government sectors are 
related to each other. Similar to the reviewer’s own approach, the analysis 
proceeds in two steps, one involving an all-consumption system, and the other 
an economy with capital formation. The matrix approach is an interesting 
and suggestive device, but it appears to be used here primarily for presen- 
tational purposes.Functional relationships (even in the crude form of Leon- 
tief’s fixed input-output ratios) are not introduced, so that the application of 


> 


it 
( 
st 
d 
n 
ti 
it 
0 


BOOK REVIEWS 1097 


input-output analysis to a positive theory of incidence still remains to be done. 
There are a few points on which the reviewer would differ. Thus, certain 
conclusions regarding the effects of progressive taxation seem to involve the 
rather unrealistic assumption of a marginal rate in excess of 100 per cent 
(pp. 122, 134) and the same assumption seems to be involved in the rate 
structure implied in the illustration on page 135. But these are relatively 
minor matters. In all, Recktenwald has presented us with a valuable and 
stimulating contribution, making—we hope—for a continued and vigorous 
discussion of these issues on both sides of the Atlantic. 
RiIcHARD A. MUSGRAVE 
The Johns Hopkins University 


Nationalbudget und Oeffentlicher Haushalt. By Utrich SCHUMACHER. Stutt- 
gart: Gustav Fischer, 1958. Pp. 101. DM. 11, 50 (paper). 
This brief and scholarly work, highly concentrated and written in a rather 
heavy style, will be of interest less for its contents than for the spirit under- 
lying its presentation. The approach is one of detachment, and the author 
appears unconvinced as to the efficacy of the more elaborate tools of analysis. 
The contents are largely conventional, in Galbraith’s words “conventional 
wisdom.” Analysis of the government budget in macroeconomic terms, i.e. the 
Keynesian approach, is the basis of the study. In order to integrate the 
government budget into a market economy, the author makes use of the now 
familiar National Budget that would create a rational relationship between 
the two and, moreover, establish “fiscal dynamism”—the latter a rather 
simplified interpretation of the term with which we usually associate the en- 
trance of the time element into an otherwise static analysis. By then placing 
the government budget, in all its aspects of size, composition and economic 
impact, under the tutelage of the National Budget, the author goes a long way 
toward adopting the “functional finance” approach as presented by A. P. 
Lerner over 15 years ago. However, he quotes Adolph Wagner as having in the 
last century called attention to the close connection between fiscal policy and 
national income, and thereby implies a much earlier origin of this basic idea. 
The National Budget, the author then asserts, may aim at either orienta- 
tion or planning. Under both assumptions it would anticipate future develop- 
ments. But in its first use, expressed in general terms it would apply to a 
market economy; in its second, with precise data it would be the instrument 
of a regulated economy. There is a world of difference between these connota- 
tions. Yet in practice, with combinations of elements of both types employed 
in various countries, this differentiation becomes more a matter of degree than 
of principle. 
The presentation of the National Budget itself, in accounting terms and 
using current “input-output” mechanics, econometric model construction, 
equations and variables, makes interesting though finally inconclusive read- 
ing. It is, however, just this result that may give the study its particular sig- 
nificance. For many countries—and that includes the United States—have 
taken up the National Budget idea at some stage in their fiscal procedures 
without really probing thoroughly into the question of its analytical justifi- 
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cation. Here the author’s approach may be helpful, even if its contribution is 
more negative than positive. He employs all the instruments of macroeco- 
nomic analysis developed in the decades when German economic theory was 
in a Rip van Winkle sleep; but he remains basically critical. That he then 
devotes an entire section to a possible application of his national accounting 
principles to the fiscal activities of the German Federal Republic may seem 
somewhat incorsistent. But to have expressed his doubts more bluntly than 
others before him should be a service to economic thinking. 

One of his critical views fastens on the value attributed to the use of fig- 
ures and calculations in general, however reliably obtained. There is no deny- 
ing the immense aid supplied by statistics and their mathematical exploration 
in making past and present developments visible. But the economic process 
itself, he states, cannot be understood through figures (p. 40). With data 
thus put in a more modest perspective, some interesting consequences emerge: 
if the National Budget with its numerical appearance pictures facts but does 
not explain the economic implications, this in turn holds true also for the set 
of data in the government budget and, finally, for the interrelationship be- 
tween the two accounts. Their presentation in monetary terms is replete with 
well-known méthodological obstacles. But even assuming these problems were 
solved, the figures would still lack explanatory value (Erkenntniswert). 

Accordingly, arithmetic totals of such stereotypes (the reviewer’s, not the 
author’s expression) as balanced and unbalanced budgets or smaller and 
larger volume of expenditure and revenue, would become economically less 
meaningful if not meaningless. As the importance of such aggregates for the 
macroeconomic analysis fades, individual transactions on the expenditure as 
well as on the revenue side claim the center of attention. Such conclusions 
with their stress on itemized inquiry are also reached in fundamental studies 
in this country, though on different premises (see R. A. Musgrave, The 
Theory of Public Finance—A Study in Public Economy, New York 1959). 

Altogether, we are presumably moving away from the habit of using data 
and their mathematically combined versions as if they were self-explanatory 
—a sort of Gertrude Stein way of saying that “a budget is a budget is a bud- 
get.” In view of such progress, other alternatives for analysis mentioned by 
the author, such as the resort to “metaeconomics,” seem less promising. This 
term was coined in German postwar economics, apparently in analogy to 
“metaphysics” and should indicate the attempt to explain the economic proc- 
ess by factors beyond its own sphere—a rather vague and frustrating idea for 
the economist. 

HEDWIG REINHARDT 
The City College of New York 


Readings in the Economics of Taxation. Edited by Ricuarp A. MusGRAVE 
and Cart S. SHoup. Homewood, Ill.: Richard D. Irwin, 1959. Pp. ix, 
581. $6.50. 

“The decision of the editors was to focus on the economics of taxation. This 
was influenced by the need to avoid duplicating material covered in other 
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readings, particularly an earlier volume in the present series, Readings in 
Fiscal Policy, and a volume recently published by the International Economic 
Association, Classics in the Theory of Public Finance, which contains readings 
on the theory of tax and expenditure determination. Beyond this, the econom- 
ics of taxation appeared the most appropriate topic for the present series of 
readings, since it represents the area of public finance in which the major body 
of analysis has been developed. At the same time, we do not want to suggest 
that other areas, such as public expenditures, debt, and the budget, as well as 
the more specialized problems of tax structure, are of lesser importance. On 
the contrary,’ we hope that companion volumes in these fields will be made 
available before long.” 

This book is highly theoretical. It comprises a selection of leading articles 
in the field, but in many cases they cannot be understood if one does not have 
a grasp of mathematics. I am impressed by the variety of conclusions to be 
found in the various selections. They range from the most conservative to the 
more liberal. As an example of the former one can cite Edwin Cannan, “Min- 
utes of the Royal Commission on Local Taxation, 1899.” He gives four tests 
to be applied in the consideration of the equity of an alteration in the means 
of raising or ways of spending public revenue: (a) Will the change make any 
difference in the distribution of wealth? If not, whether it should be intro- 
duced or not is purely a question of production, not of equity. (b) Will the 
difference in the distribution be in the direction of greater or less equality in 
distribution? If in the direction of greater inequality, it is inequitable. (c) 
Will the greater equality be brought about without unfairness as between the 
various individuals who lose by the change and as between the various indi- 
viduals who gain by it? If not, it is inequitable. (d) Will the greater equality 
be brought about in a fair and proportionate manner, stopping short of disap- 
pointing what are regarded as the legitimate expectations of the rich? 

As an example of the more liberal approach we find that Richard Goode, 
in his paper “The Income Tax and the Supply of Labor,” states that some 
may work more in an effort to raise their incomes before taxes in order to 
maintain an accustomed or attain a desired standard of living. His thesis is 
supported by recent Harvard studies. 

John F. Due, in his article “Toward a General Theory of Sales Tax Inci- 
dence,” disposes of the Brown-Rolph case. He points out that it requires, first, 
perfectly inelastic factor supplies, and a given quantity of money; second, 
perfect competition in commodity and factor markets with completely flexible 
prices and complete mobility; and third, the use of the tax revenue in such a 
manner that, taking into consideration the effects of both the tax and the use 
of the tax revenue, aggregate money demand for commodities remains un- 
changed. 

I doubt that Vickrey’s proposal, “Averaging cf Incomes for Income-Tax 
Purposes,” has a great deal of merit. The brackets are now so wide that in 
many instances the difference in the tax for most people would not be very 
great under conditions of normal incidence. For those in the theater or in base- 
ball there might be some merit in it. But for others there is little to be said in 
favor of such a complicated scheme. 
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Another article I like is Carl Shoup’s “The Incidence of the Corporation 
Income Tax: Capital Structure and Turnover Rates.” He points out that if 
the tax rate increased from 38 per cent to, say, 88 per cent and if practically 
everyone expected the new rate to remain in force indefinitely, it seems un- 
likely that the leading firms in most industries would keep the prices of their 
products unchanged in face of so drastic a diminution of profits. The tax 
would provide the occasion for simultaneous, if not concerted, increases in 
the prices of the products of each of the leading companies, and the smaller 
concerns would presumably follow. Suppose, on the other hand, that the in- 
crease in tax rate was only from 38 per cent to 39 per cent. It seems unlikely 
that any of the firms would be impelled to give the change more than a pass- 
ing thought with respect to the price structure for its products. 

If management attempts to increase profits before tax in an effort to main- 
tain unchanged the amount of profit available to the common stockholder 
after taxes, the preceding conclusions apply. The entry of preferred dividends 
into the analysis does not change the formula. For instance, if preferred divi- 
dends equal 62 per cent of taxable income, and if a corporation tax is intro- 
duced at the rate of 38 per cent, this tax, amounting to 100 per cent on the 
common stock profit, can be recouped by an increase of taxable income of 
61.3 per cent. 


The turnover ratio—the number of times the property used in the business | 


is turned over in sales during the period—becomes the more important, in 
determining the percentage increase in sales needed to recoup the tax, as less 
of the operating profit is paid out in interest or rental. Thus, with a turnover 
ratio of 2, sales must be increased by 1.53 per cent; while with a turnover 
ratio of only 1, the necessary sales increase, to recoup the tax, is 3.06. 

The articles range over the field of equity and welfare. Incidence and incen- 
tive effects are also discussed. Included in this area are concepts, methodology 
and general analysis; also taxes on income and profits, taxes on products and 
sales, taxes on land and property, and finally incentive effects. A classified 
bibliography of articles on the economics of taxation is also included. 

The articles are well selected. There are few who would deny that the 
choice has been well made. 

PAUL J. STRAYER 

Princeton University 


International Economics 


International Trade and Economic Growth—Studies in Pure Theory. By 
Harry G. Jounson. Cambridge: Harvard University Press, 1958. Pp. 
204. $4.00. 

This book is a collection of eight essays, almost all previously published in 
journals, organized in three parts: comparative cost theory, the relation of 
trade to economic growth, and the balance of payments. The accent is heavily 
theoretical, although policy overtones are present. Given the broad scope and 
wealth of ideas passing through these 200 pages, the reviewer can do little 
more than touch on some highlights and must leave out much of interest. 
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The essay on optimal tariffs under retaliation brings together a number of 
interesting propositions on this subject: (1) In a two-country, two-commodity 
world, a country may well place itself in a better trading position with a tariff 
than under free trade, despite retaliation by its partner. (2) It is not true that 
successive retaliations will lead to the disappearance of trade altogether; for 
“some trade is always better than no trade” for each of the countries. More 
specifically, when one country increases its tariff, its new tariff-modified offer 
curve is not necessarily less elastic than the old offer curve even though its 
position is shifted in a trade-reducing direction. Consequently, its trading 
partner may not find it profitable to raise its own tariff and thus reduce trade 
further. (3) The position of equilibrium reached after a succession of tariff 
retaliations may differ, according to which country first increased its tariff. A 
country does not necessarily come out better by being the first to raise tariffs; 
the opposite may just as well be true. (4) For a certain class of offer curves 
(in the form of a power function, and shifting without change in the exponent 
so that elasticity is unchanged in shifting), the exporter of “luxury” (high 
price-elasticity) goods will more often than not be in a better position to gain 
from tariff raises than the exporter of “necessity” (low price-elasticity) goods. 

The reviewer has some misgivings about points (2) and (4). As to the 
former, it seems quite conceivable that for each country each successive offer 
curve corresponding to a higher tariff might also be less elastic than its prede- 
cessor. In that event the process of successive adjustments by each would lead 
to ever-higher tariffs, which would bring trade closer and closer to zero. It 
would seem that Johnson has shown the positive-trade outcome to be just as 
possible as the zero-trade outcome, without having excluded the latter as he 
believes he has done. . 

On point (4), Johnson has shown much ingenuity in demonstrating a situ- 
ation which contradicts our expectations. I believe that his case is even more 
special than he himself makes it. In brief, his offer curves for one country all 
have the same elasticities whether shifted by a high or a low tariff. His offer 
curves shift horizontally or vertically according to the magnitudes of his shift 
parameters, which reflect the luxury or necessity character of his imports and 
exports. For different price elasticities and different shift-parameters values 
he then charts boundary values which separate areas of gain from areas of 
loss, for each country, resulting from the tariff retaliation game. My objection 
to this procedure is its implication of complete independence between direc- 
tion of shift and elasticity of the offer curve. Surely, if a country is willing to 
buy the same quantity of an import, no matter how high its own tariff on that 
import, any of the set of offer curves itself will be highly inelastic. His figure 
7 (p. 52) does not make it possible to pick out such a case because his elas- 
ticity magnitudes begin at unity (owing to the use of logarithms). While 
Johnson may not yet have given us a usable answer to a complex problem, his 
approach may at least point a way for future attacks on this question. 

The theme of Part II is the relation of growth of output to a country’s equi- 
librium terms of trade, and alternatively to its balance of trade when terms of 
trade are not permitted to vary. The range of possibilities is quite large, 
depending on whether the country concerned is industrial or agricultural, 
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whether growth is due to population growth, to capital accumulation, or to 
technological change; and whether international mobility of factors is per- 
mitted. However, a few points can be mentioned briefly: 

1. When countries are incompletely specialized, technical progress in all 
countries and economic sectors at equal rates will favor the industrial coun- 
tries and disadvantage the agrarian countries. Output would gain equally in 
both the industrial and agricultural sectors of each country and thus be 
“trade-neutral”; while consumption of food would rise more slowly than con- 
sumption of manufactures, thus being “anti-trade-biased” in the manufactur- 
ing, and “pro-trade-biased” in the agricultural country. The latter must there- 
fore gradually worsen its terms of trade in order to stay in balance. One 
implication of this is that agricultural countries might find it profitable to 
push industrialization in order to protect their terms of trade. 

2. If capital accumulation were the cause of expansion, the agricultural coun- 
tries would benefit more strongly than their industrial opposites. Since manu- 
facturing is capital-intensive in comparison to agriculture, manufacturing 
would expand at constant prices and agriculture would contract. This in turn 
causes a fall of manufactured prices and a rise of food prices. 

3. Population growth will have a different effect on equilibrium terms of 
trade according as returns in agriculture diminish only slightly or fall sharply. 
In the former case, the increase in supply of labor relatively to capital will 
cheapen food and encourage its output at the expense of manufactures in both 
countries, and the terms of trade will move against the agricultural exporter. 
With strongly diminishing returns in agriculture, population growth raises the 
price of food through the growth of demand and moves the terms of trade in 
favor of the agricultural country. 

When one sees the number of possibilities under even the drastic simplifi- 
cations made here, he may despair of making predictions in any practical 
situation. The theorist has not yet given the policy-maker a very handy set of 
tools; but he has shown that rule-of-thumb attacks on international economic 
problems will often come out with the wrong answers. 

Part III deals with elaborations on the transfer problem, both under classi- 
cal and under Keynesian assumptions. Tariffs and transport costs are intro- 
duced into the classical transfer problem, and it is shown that any presump- 
tion against the possibility of effecting a unilateral transfer entirely in goods 
is strengthened (in the usual language, the marginal import propensities of 
the two countries concerned must add up to a number larger than just unity). 
The transfer problem is also treated under Keynesian assumptions, and in- 
genious analogies are drawn between the traditional income transfer and the 
transfer aspects of exchange-rate adjustment, import restriction, and export 
subsidy. 

This sampling should convince the potential reader of the worthwhileness 
of these Johnson essays. He will find much highly-skilled argument and will 
have his stamina tested to the utmost. At times he may question the use of 
some of the many refinements and qualifications, especially in Chapter V; 
but this is a minor quibble with the over-all excellence of these essays. 

Franz GEHRELS 
Indiana University 
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Economic Theory and Western European Integration. By Tresor Scitovsky. 
Stanford: Stanford University Press, 1958. Pp. 154. $3.50. 

Professor Scitovsky spent the year 1953-54 in research on European inte- 
gration under contract to the Office of Naval Research. His report, and three 
more specialized articles which grew out of it, make up this short book. The 
date of the research and of the report on it, together with the very general 
level at which the argument is pitched (despite the author’s initial intention 
of collecting statistics), make the volume of little direct use to anyone inter- 
ested in the economics of the specific form which European economic coopera- 
tion has now assumed. But it is the most carefully worked out and seriously 
thought-provoking statement available of what may be termed the “American 
analogy” approach to the economic effects of European integration—the view 
that the main prospective benefits lie in increased internal competition rather 
than in increased international division of labor, qualified by the reservation 
that full enjoyment of these benefits requires more positive steps towards in- 
tegration than the mere removal of trade barriers. As such, the book is espe- 
cially interesting both for some new developments of theory about the effects 
of competition, and as an example of the contribution that theory can make 
to the clarification of complex current issues of economic policy. 

Half the book consists of the report on “The Probable Effects of Economic 
Integration in Western Europe.” The analysis is divided into two parts: the 
effects of economic union on the welfare of the members considered as a self- 
sufficient group, and its effects on world welfare and the distribution thereof 
between members and the rest. This division, of course, prejudges the question 
of main source of benefit; Scitovsky’s views on this question are examined 
below. 

In the first part, Scitovsky sees integration as tending to raise average labor 
productivity in three main ways. The first is through the effects of competition 
in forcing marginal firms to improve their methods and in encouraging the 
adoption of mass production; here Scitovsky is particularly interesting on the 
high-profit-margin policy of European businessmen. The second is through 
the effects of competition in promoting reallocation of production from the 
less to the more efficient firms within national industries; here Scitovsky places 
useful emphasis on the range of costs within the same country, and makes the 
interesting point that competition may force governments to reduce protection 
to small inefficient firms in order to strengthen the domestic market base of 
the larger, more efficient firms. The third is through more efficient investment; 
Scitovsky lays down very stringent conditions for private investment to be 
able to reap these benefits, but takes comfort from the fact that much of the 
relevant investment is suitable for public enterprise which can avoid the diffi- 
culties. The first two sources of benefit are regarded as short-run, and the 
third as long-run, though the treatment is not entirely consistent. This way of 
breaking up the problem seems to entail some bias towards understatement of 
possible benefits, since the short-run fixity of capital is held to limit the bene- 
ficial effects of increased competition, while the effects on investment are held 
to be limited by the (clearly short-run) fact that new equipment is only a 
small part of the total stock. A more helpful way to order the discussion might 
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have been to distinguish between static effects on the efficiency of resource 
utilization, and dynamic effects on the rate of growth, separating short-run 
and long-run effects in each case. 

The second part of the analysis, “Economic Relations with the Outside 
World,” begins with a useful exposition in Marshallian terms of what Scitov- 
sky, presumably for emotive rather than descriptive reasons, calls “the ortho- 
dox argument” that the gains from a customs union depend on the balance 
between trade creation and trade diversion. This exposition is defective in 
some respects—trade diversion is not (as implied p. 55) conditional on 
changes in marginal costs resulting from increases in intra-union trade, and 


diversion of both imports and exports should be deducted from the increase. 


in intra-union trade to arrive at the amount of trade creation, thus simplifying 
the formula on p. 60—and the discussion would have benefited by more 
explicit recognition of the general equilibrium nature of the problem. The 
theory is illustrated by a very interesting calculation based on Verdoorn’s 
estimates of the effects of European union on trade and exchange rates, which 
shows a specialization gain of $74 million and a terms-of-trade gain of $465 
million to members (in 1952 dollars), matched by equal losses to the outside 
world. These negligible figures lead to the conclusion that the gains from com- 
petition discussed in the first part are the important ones. This part concludes 
with a brief but suggestive discussion, following Hicks, of the welfare effects 
of cost reductions in domestic, exporting, and import-competing industries. 

The main conclusion of Scitovsky’s report is that the gains from increased 
international specialization ‘are relatively insignificant as compared with the 
gains from increased internal competition that would result from European 
integration. This is a concrete quantitative statement; if valid, it is important 
both as a statement about the effects of European integration and as a demon- 
stration of the service economic theory can do to economic policy. It is there- 
fore necessary to ask whether Scitovsky is justified in claiming that he has 
established it. The answer is that he is not. What he has done is to make a 
careful list of qualitative improvements which more intense competition might 
bring about, without quantifying them in any way; produce some evidence 
that the gains from further international specialization are likely to be small 
relative to national income; and pass a judgment that the unquantified gains 
will be substantially greater than the quantified gains. 

The evidence is itself somewhat unsatisfactory—the fact that the share of 
intra-European in total O.E.E.C. foreign trade “has only [sic] risen from 42 
per cent in 1938 to 47 per cent in 1956” does not prove that trade liberaliza- 
tion has had very little effect in increasing intra-European trade, and the Ver- 
doorn calculations are far too aggregative to be acceptable as a basis for a 
conclusive calculation of benefits—but even if it were much better, acceptance 
of the conclusion would still depend on confidence in Scitovsky’s ability to 
judge the quantitative importance of a variety of qualitative possibilities. In 
casting the argument in this form, Scitovsky (who is an exceptionally pains- 
taking theorist) exemplifies one of the serious weaknesses of the economic 
theorist confronted by a policy problem—the tendency to jump from a subtle 
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analysis of causal relations to a simple statement of quantitative significance 
without any intervening stage of calculation. 

The remaining essays in the book have all appeared in print, and require 
only brief comment. “The Theory of the Balance of Payments and the Prob- 
lem of a Common European Currency” uses the former to establish conditions 
for the latter to function; the chief requirement Scitovsky finds is an all- 
European employment and public works policy, carried out by a supranational 
authority, aimed at stabilizing employment and prices and co-ordinating and 
financing public works on an all-European basis. This is a tall order, and sug- 
gests two questions: why does nobody love floating exchange rates? and why 
is it always assumed that freer trade will worsen balance-of-payments prob- 
lems rather than mitigate their causes? This essay finishes with a provocative 
note on the concept of adequate reserves. “Economies of Scale, Competition, 
and European Integration,” reprinted from this Review, breaks new ground 
in relating decisions about quality of equipment to nature and growth of mar- 
kets, though it is not certain that stagnation (as contrasted with lag behind 
the United States) is the European characteristic needing explanation. “The 
Doctrine of Comparative Advantage and the European Coal and Steel Commu- 
nity” is a rather clumsy attempt to deal with the problem of integration by sec- 
tors, which nevertheless makes some worth-while theoretical points. 

Harry G. JOHNSON 

University of Manchester 


Common Sense About the Common Market: Germany and Britain in Post- 
War Europe. By E. Strauss. New York: Rinehart and Co., 1958. Pp. 
164. $3.50. 

The heroine of the French play, Maya, was all things to all men. Although 
the Common Market may not be all things to all international trade students 
and statesmen, to E. Strauss, head of the Economics and Intelligence Depart- 
ment of the British Board of Trade, it is an instrument of power politics pro- 
moted by West Germany to assist in its efforts to dominate Europe. The pos- 
tulate upon which this conclusion, in part, apparently rests is that under con- 
ditions of free trade, the strongest nation eventually dominates its weaker 
partners. The Common Market is a free-trade area; West Germany is Eu- 
rope’s strongest nation; therefore, under the Common Market, West Germany 
will eventually dominate the continent. 

This conclusion is supported by the author’s historical interpretation of the 
Zollverein—Prussia’s effort to dominate Germany, as well as by Mitteleuropa, 
Friedrich Nauman’s plan for the economic union between Germany and Aus- 
tria and the abortive Anschluss between Austria and Germany—both efforts 
by Germany to regain the position which she held before the first world war. 

The work starts with an exposition of free trade, multilateralism and the 
Common Market principle, goes on, in the second chapter, to trace the history 
of the German Common Market idea and to show its role in power politics. 
The third chapter sketches, in a brief but meaty exposition, Germany’s eco- 
nomic reassertion showing the forces and events which German statesmen 


d 
a 
- 
4 
| 
| 
‘ 
5, 
| 


1106 THE AMERICAN ECONOMIC REVIEW 


were able to utilize to attain their goals. A chapter on Germany’s place in 
Europe which discusses the question of the Ruhr and outlines the European 
Coal and Steel Community, completes the background for the author’s devel- 
opment of his thesis. 

The history of the negotiations which led to the elaboration of the Treaty 
of Rome is followed by an analysis of the Treaty itself; its principles, organ- 
ization, policy, institutions and general dispositions. The author’s main con- 
tention is developed in a chapter dealing with the “Treaty and the Future” 
showing the economic implications of the Common Market and the choices 
facing “Europe at the Cross Roads.” 

Strauss does not feel that the Common Market is the best solution of Eu- 
rope’s economic problems and suggests that, like its predecessor customs 
unions, it will not prove viable. As an alternative, the author, after explaining 
Britain’s reluctance to join the Common Market but willingness to join the 
Free Trade Area under certain conditions, suggests an extension of the impe- 
rial-preference tariff system to most of the countries of Europe. A preference 
tariff system would promote trade without exposing weaker nations to the 
corrosive forces of free competition. 

This reviewer feels that the economic effects of the Common Market cannot 
be determined on the basis of the summary, albeit often profound and sophis- 
ticated, analysis which the author provides. Analysis of the type which Tibor 
Scitovsky gives in his recent Economic Theory and Western European Inte- 
gration furnishes a more solid basis for forecasting the future of the Common 
Market. 

Finally, we should note that the Common Market is but one group of insti- 
tutions of the European Economic Community which includes many other 
programs looking towards the integration of Europe. Although the Community 
may have many shortcomings, notably its neglect of labor and business-cycle 
policies, as Strauss points out, it is an important step forward in man’s efforts 
to improve his lot. 

Its future cannot easily be predicted at present, for much will depend on 
the foresight and statesmanship of its government. The creators of the Euro- 
pean Economic Community have already given ample proof of their intelli- 
gence, statesmanship and ability to compromise. If they can continue along 
this ascending path, Europe’s and the free world’s future may well be con- 
siderably brighter. 

Max J. WASSERMAN 

University of Kentucky 


Tcriffs, Markets and Economic Progress. By RoNALD B. MacPuerson. To- 
ronto: Copp Clark Publishing Co., 1958. Pp. xi, 91. $3.50. 

In the literature on international trade a distinction is made between argu- 
ments for tariffs which are obvious nonsense and those which are more sophis- 
ticated; in contrast with most tariff arguments emanating from the business 
community, this book falls into the sophisticated category. It is particularly 
interesting because MacPherson tries to meet and slay the economist on the 
latter’s own ground and with the economist’s apparatus. The main thesis is 
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“that a young nation, such as Canada, may maximize economic welfare by 
employing tariffs to direct productive resources into more highly-productive 
industries, and thereby (a) foster the expansion in markets needed to permit 
the economies of large-scale production and/or (b) increase purchasing power 
sufficiently to enable consumers to pay higher prices and still increase living 
standards.” The book is mainly a development of this thesis, together with 
an attempt to establish a rule for finding the appropriate candidates for more 
and less tariff protection. 

The main underpinning to MacPherson’s thesis is the assumption of de- 
creasing costs in industrial employment such as the chemical, electronic and 
automobile industries. The decreasing cost idea is used in much the same way 
as it was by F. D. Graham in his famous 1923 article on protection. Consider 
a small young country, such as Canada, producing some industrial products 
but with a comparative advantage and specialization in, and export of, primary 
products. Treat the industrial products as subject to decreasing costs provided 
that a high enough rate of production can be obtained, while the primary 
products are produced under increasing cost conditions. Impose a tariff on the 
import of industrial products. It is alleged that an advance in technology will 
be applied in the industrial production. (The other, more advanced, country 
in the two-country model is assumed to be already using advanced large-scale 
technology, and therefore production conditions do not change or change rela- 
tively less there.) The encouragement of industrial production will raise real 
income (even if measured in terms of the protected good) ; this result depends 
on the assumption that a rather large decrease in costs is brought about by the 
expansion of industrial production due to the tariff, a decrease which would 
not otherwise have taken place. As did Graham, MacPherson at some points 
assumes that modern technology consists of large indivisible units, so that if 
production of a decreasing cost industry were subsequently curtailed, disecon- 
omies would arise. 

While MacPherson criticises the economists’ discussions of tariffs, he gives 
little evidence of a careful reading of that literature, particularly of the dis- 
cussions of the decreasing cost case by Graham, F. H. Knight, Jacob Viner, 
Gottfried Haberler and J. H. Williams. If he had understood that literature 
the book would not have been characterized by such sloppy analysis. At times 
MacPherson’s decreasing costs appear to be a historically generated phenome- 
non, and at other times they are a characteristic of an existing technology. No 
distinction is made between internal and external economies. As Haberler has 
shown, if the decreasing costs are internal to the firm and industry, then they 
would be completely realized or else monopoly would result, and all of this 
irrespective of the tariff; monopoly conditions rather than the absence of 
protection would be responsible for unexploited economies. if the economies 
are external to the industry, then MacPherson’s case is simply an infant- 
industry or an infant-economy case for tariffs, and the practical empirical 
questions must be answered as to the locus and importance of such economies 
and the extent to which tariffs are the best way to improve economic welfare 
in such a situation. Nowhere does the book tackle any of these practical 
questions. 
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MacPherson also devises a rule to ascertain the maximum tariff protection 
to be given to any industry. The tariff will shift resources to the protected 
(A) industry, from other (B) industries. If this is a sensible shift in Mac- 
Pherson’s terms, there will be an increase in “the purchasing power” of the 
country raising the tariff; in the context, this means real national income. The 
increase in purchasing power is defined (subject to two small modifications) 
as the “value added” by 1 unit of production in industry A minus the “value 
added” which is lost by the diversion of resources from their previous use, B. 
In MacPherson’s terms, the efficiency of industries is measured by the value 
added per man per unit of time; thus the increase in purchasing power will 
only be a positive number if the average net product per man-hour is greater 
in the A industries than in the B industries. The maximum permissible tariff 
rate (if the tariff is not to be detrimental to the country) is the ratio of the 
increase in purchasing power to the (duty-free) cost of the competitive im- 
ports. Any increase in tariffs up to this maximum is said to be beneficial to 
the Canadian economy. 

The search for a “scientific” approach to tariffs has been a long one and it 
would be helpful if such a formula were an appropriate guide either to the 
level of a nation’s tariffs or to the structuring of a tariff. Unfortunately this is 
not so. The formula would be complete nonsense if the selling price of the A 
products. was simply the duty-paid landed price of imports of competing prod- 
ucts, for then the value added in the A industry would depend on the amount 
of the tariff and could not be used to determine the appropriate tariff. This 
is the old fallacy of tariffs to equalize costs of production but it is not the 
error which MacPherson usually makes; he treats the price of the B products 
which are given protection as mainly determined by internal demand and sup- 
ply considerations, but this is true only when tariffs are prohibitive. 

Even if one had the information which the author introduces symbolically 
into his formula, would it give the correct indications of the appropriate 
height or structure of a tariff? In general, industries which are expected to 
give high value added per man would get tariff protection; the higher the 
value added per man, the higher the tariff protection; and in each case the 
maximum appropriate tariff is a prohibitive one. However, a higher than 
average value added in an industry may be due to a number of influences: a 
high capital intensity of production, an intensive use of natural resources, 
monopoly conditions, and special experience in the development and the use 
of technology. If the higher than average value added per man-hour is due to 
high capital intensity, it is inappropriate to direct resources into such an in- 
dutry as if capital were costless. Similarly it is nonsense to encourage monop- 
oly. The connection between more tariff protection and the development and 
use of technological knowledge is by no means clear. To sum up, the formula 
is more of a hindrance than a help to the structuring of the tariff. 

The book is annoying and misleading on many minor points. 


Davin W. SLATER 
Queen’s University, 
Kingston, Canada 
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Industrial Organization; Government and Business; 
Industry Studies 


Market Power: Size and Shape Under the Sherman Act. By G. E. Hate and 
R. D. Hate. Boston: Little, Brown and Co., 1958. Pp. xix, 522. $17.50. 
This volume, third in editor S. C. Oppenheim’s “Trade Regulation Series,’ 
has among its purposes “‘a study of the law of market power prevailing in the 
United States in the middle of the twentieth century” (p. 3), the discovery 
of “an underlying rationale for the law’s attitude toward monopoly” (p. 10), 
and the introduction of practicing antitrust attorneys “to the outlines of eco- 
nomic thinking about monopoly” (p. 14). In pursuit of these purposes the 
authors successively examine the several theories concerning “horizontal size” 
(a somewhat misleading term by which they mean the proportion of a specific 
commodity or service supplied by a single firm), the problems raised by ver- 
tical integration, product diversification, geographic dispersion, “wealth” (ab- 
solute size), and attempts to monopolize. These examinations are followed by 
a survey of remedies afforded litigants in antitrust proceedings, and two inter- 
esting appendices.” 

There can be little doubt that this volume provides a most comprehensive 
and systematic survey of both antitrust case materials and legal-economic 
comments thereon. The footnote materials alone are worth, to scholars in this 
area, the not insubstantial price of admission. Nor can one fail to admire the 
ability of the authors to integrate the legal and economic aspects of the 
myriad policy issues in this field. 

Having thus saluted both the authors’ scholarship and their analytic prow- 
ess, the reviewer finds it awkward to express doubt about the soundness of 
the conclusions set forth. However, a possible explanation lies in the authors’ 
statement that their conclusion “makes no pretension to the rationality which 
we have sought to infuse into the analysis of preceding chapters” (p. 404). 
Briefly, the authors favor abandonment of Section 2 (but not Section 1) of 
the Sherman Act and enactment of legislation limiting the over-all size of 
business enterprise. By thus abandoning what they characterize as efforts to 
limit monopoly, and replacing them with efforts to limit “pure size,” the 
authors declare that several advantages would be gained. Succinctly, these 
are: (1) “reduce the public prejudice against a free-enterprise system and 
make possible the reduction of intervention and its burdens”; (2) reduce the 
role played by “partisan politics”; and (3) “bring into the open the criterion 
which courts are actually applying in the guise of enforcing the antitrust laws” 
(p. 404). The authors are not unaware of the possible diseconomies which 
may result from their suggestion. However, they feel that “on balance an over- 
all limitation upon size of business enterprise would afford a greater degree 
of freedom and opportunity to our citizens at a lower cost in terms of living 
standards than can be achieved under existing legislation.” Rejection of their 


* The earlier volumes were G. P. Lamb and S. S. Kittelle, Trade Association Law and 
Practice, Boston 1956, and W. L. Fugate, Foreign Commerce and the Antitrust Laws, Boston 
1958. 

*“Market Imperfections: Enforcement of the Antitrust Laws in a Friction-Afflicted 
Economy,” and “Monopoly in Motion: Dynamic Economics in Antitrust Enforcement.” 
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proposals would leave us, in the authors’ view, with a choice between public- 
utility-type regulation and continuation of our efforts, under existing statutes, 
to destroy monopoly. As between these alternatives, the Hales prefer the latter 
to “the rigidity and [sic] veniality of an interventionist state” (p. 406). 

One can agree with the authors’ willingness to gamble on diseconomies—it 
is by now the accepted view that the goal of Section 2 of the Sherman Act is 
to preserve a competitive system in the hope of realizing “such social and 
political ideals as the diffusion of private power and maximum opportunities 
for individual self-expression”*—and remain in disagreement with their con- 
clusions. First, the view that “rational limitation upon monopoly is impossi- 
ble,” set forth (p. 404) as being “the whole argument of this book,” is one 
which can be supported only by the kind of industry-by-industry analysis of 
the impact of antitrust decisions recently attempted by Whitney.* In the re- 
viewer’s judgment, no analysis of the legal case materials in this field can 
support such pessimism. Second, both the desirability and the possibility of 
removing the size and monopoly problems from the arena of partisan politics 
are to be doubted. Government (including judicial) policy vis-d-vis the cor- 
porate sector is and must be, at bottom, based on an assessment of prevailing 
public will. The “pro-business” decisions arrived at by the Supreme Court in 
Section 2 cases in the 1920’s were not based on any novel judicial interpreta- 
tions, but on an assessment of the facts of business life in terms of prevailing 
public attitudes. The “size is no offense” doctrine, credited with saving U. S. 
Steel from a Section 2 conviction in the 1920’s, had not prevented the Court 
from recognizing public antipathy to the oil and tobacco trusts in 1911. It was 
broad satisfaction with the functioning of big business which permitted a 
majority of the justices to wink at business tactics which an earlier generation 
had found, and a later generation would again find, reprehensible. 

Finally, the authors’ out-of-hand rejection of an extension of government 
regulation and administration to industries now privately regulated and ad- 
ministered represents a lapse from the critical approach characterizing the 
greater part of the book. If the weaknesses and pitfalls of utility regulation 
are legion, so too are the dangers of privately administered prices. Might not 
the “rigidity of a politically responsible regulatory body” be preferable to that 
of what Berle might term a nonstatist civil service,5 comprised of managers 
answerable, at best, only remotely to their stockholders? Or might there not 
be some middle ground, some “Kefauver-method” of inducing possessors of 
substantial market power to exercise a form of self-restraint? It is questions 
such as these that the authors may have had in mind when they closed “with 
the customary recommendation for further study.” 

Irwin M. STELZER 

New York City 

*J. B. Dirlam and A. E. Kahn, Fair Competition: The Law and Economics of Antitrust 
Policy, Ithaca 1954, p. 17. Cf. H. B. Thorelli, The Federal Antitrust Policy: Origination of 
an American Tradition, Baltimore 1955. 

*S. N. Whitney, Antitrust Policies: American Experience in Twenty Industries, New 
York 1958; but cf. J. W. Markham, “United States Antitrust Policies: How Effective 
Have They Been?,” South. Econ. Jour., July 1959, 36, 58 ff. 


A. A. Berle, Power Without Property: A New Development in American Political 
Economy. New York 1959, pp. 8 and passim. 
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The Fertilizer Industry: Study of an Imperfect Market. By Jesse W. MarK- 
HAM. Nashville: Vanderbilt University Press, 1958. Pp. 249. $6.00. 
The preparation of a detailed industry study is a tedious, painful, and 
often dull process. At best it affords an opportunity to apply broad 
principles, never to develop them. At worst it can be an outlet for the 
urge to describe (p. 9). 


So begins Professor Markham’s preface. His book is a characteristically expert 
performance, applying the “broad principles” with good judgment and copious 
statistical documentation. It is also not very exciting, for the “best” rather 
than the “worst” reason set forth above. I am not convinced that the industry 
study can aspire no higher. 

Appraisal of the fertilizer industry, Markham found, required analysis of 
two quite distinct aspects—business organization and policy on the one hand 
and the rationality of consumer choice on the other. Each has been defective. 
As for the first, the supply of all the major component materials—phosphate 
rock, sulphur, superphosphates, fixed nitrogen and potash—has been charac- 
terized by a high degree of concentration and collusion, domestically and in- 
ternationally. The result in all cases has been noncompetitive pricing and 
monopoly profits; drawing heavily on Federal Trade Commission reports, the 
book tells this story fully and convincingly. 

The analysis of other aspects and consequences of the industry’s market 
structure is a good deal less satisfactory. For example, Markham emphasizes 
several times the vertical integration between phosphate mining, superphos- 
phate manufacture and fertilizer mixing and distribution (in sharp contrast 
with the production of the other fertilizer materials); but nowhere explains 
this phenomenon. And I found some of his analysis of its consequences confus- 
ing: here and elsewhere the book shows signs of hasty writing. He seems at 
times to place misguided emphasis on the fictional price at which integrated 
companies transfer phosphates to their own fertilizer departments (p. 128). 
He suggests that integration permits these companies to engage in a kind of 
tie-in selling, but how exactly, and what product is tied to what is never 
clearly and convincingly spelled out. 

Again, Markham contrasts the sharp reduction in costs per unit of nutrient 
made possible by innovation in the concentrated materials-producing indus- 
tries with the static record of the more nearly purely competitive fertilizer 
mixers and distributors (pp. 165-67). In view of the widespread acceptance of 
the Schumpeterian view that this contrast seems indirectly to support, one 
wishes he had made a mote searching and explicit inquiry into this aspect of 
the industry’s performance. The chapters on sulphur and potash disclose no 
evidence whatever that monopoly was conducive to innovation. The only ref- 
erences to the subject in the discussion of superphosphates mention that the 
producers have probably retarded progress, and describe the outstanding in- 
novational and promotional contributions of the Bureau of Soils and T.V.A. 
Government research and encouragement played an important role also in the 
development of synthetic nitrogen compounds. 

Since the second world war, the prospects for competition in these markets 
have improved, in part as a result of the vigorous antitrust prosecutions of the 
1940’s. Unfortunately, since most of his crucial statistics stop in 1951, Mark- 
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ham is unable to shed much light on the adequacy of these changes, although 
he evidently regards residual concentration in most of these industries (with 
the spectacular exception of nitrogen) as both excessive and irremediable un- 
der the antitrust laws as presently interpreted. 

The author’s strongest criticisms and proposed remedies are directed against 
what he demonstrates—convincingly if his agronomic assertions are correct— 
to be the most serious defect in the industry’s performance, the failure of 
buyers to demand the more economical concentrated fertilizers. The analysis 
of this phenomenon is the most interesting and original part of the book. The 
efforts of government in this area are interestingly described and appraised. 
They come in for a great deal of apparently justifiable criticism, although one 
wishes in certain instances the author had explained why these agencies have 
persisted in error. 

One wonders, too, whether Markham is justified in so completely exonerat- 
ing the structure and policies of the industry of any responsibility for the 
stubborn irrationality of consumer behavior. His demonstration that the fer- 
tilizers sold by cooperatives and profit-making companies are not greatly dif- 
ferent in composition does indeed strongly suggest that it is the buyer, not the 
seller, who is mainly at fault. Still one wonders whether even individual pro- 
ducers of, say, concentrated superphosphates, who are big and few, or all oi 
them together-—in an industry that has shown considerable assiduity in col- 
laborating for less laudable objectives—might not be held to account for not 
doing a better selling job. When cooperatives and governments are so ineffec- 
tive, however, it is hard to blame private industry—umless one is prepared to 
have the government take over fertilizer mixing and distribution and give 
farmers what is good for them whether they like it or not. 

ALFRED E. KAHN 

Cornell University 


Airline Price Policy—A Study of Domestic Airline Passenger Fares. By P. W. 
CHERINGTON. Boston: Division of Research, Harvard Graduate School 
of Business Administration, 1958. Pp. xx, 471. $7.50. 

In this book, the author presents his findings from a study of factors which 
influence managements of domestic trunkline carriers in the determination of 
passenger fares. 

The basic information was derived from interviews with responsible airline 
officials and members of the Civil Aeronautics Board and its staff, and from 
special economic studies and case decisions dealing with airline passenger 
fares. The author supports his conclusions by frequent references to leading 
case decisions and rulings of the Board. Summaries of other pertinent case 
decisions are given in appendices to some of the chapters. In addition, reliance 
is placed on historical information to assist in correlating basic changes in 
airline passenger-fare policies wth changes in economic and political circum- 
stances. 

The material is organized in a logical sequence. Following the general intro- 
duction, consideration is given first to the cost and market environment in 
which airline passenger-fare policies are formulated. The discussion is then 
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focused on the small and large segments of the airline travel market, with 
special attention given to air coach travel. This is followed by a chapter deal- 
ing with passenger fares designed to meet competition and another chapter 
dealing with fares designed to increase passenger revenues of the carriers. 

In the past, business and professional travel has been the mainstay of the 
passenger traffic of the domestic trunkline carriers. It is the author’s position 
that this segment of the first class travel market will not continue to provide 
sufficient volumes of traffic to fully support the anticipated growth of com- 
mercial air passenger traffic in the United States. It is therefore from the air 
coach and other first class segments of the airline travel market that the car- 
riers must derive their major support for their rapidly expanding passenger 
traffic. In stressing the potential of air coach travel, the author does not 
neglect basic problems associated with this type of traffic, especially those re- 
lated to its peak characteristics. 

The author concludes that there does not exist a separate body of airline 
passenger-fare policy. Consequently passenger fares have been set largely on 
an ad hoc basis. In this connection, attention is directed to the lack of syste- 
matic and scientific cost and market analyses as basis for the formulation of 
sound passenger fare policies. Managements rely too frequently on the “feel” 
of the market to identify particular segments of the airline travel market and 
to judge the relationships of supply and demand in these segments. Further- 
more, top-executives give too little attention to these policies. This attitude 
toward airline pricing policies has developed in spite of the fact that the 
Board has in general left the initiative in these matters to the managements of 
the carriers. 

Criticism is raised as to the réle of the Board in setting passenger fares. 
The author found that its actions were confined largely to situations where 
there were conflicts between competing carriers or where there existed no dis- 
cernible pricing policies. This short-run approach is viewed as outdated and 
inadequate. Because of the increasing need for improved communication be- 
tween the carriers and the Board and its staff, the suggestion is made that the 
Board should sponsor round-table discussions of basic industry problems, in- 
volving members of the Board and its staff and representatives of the manage- 
ments of the airline companies. Another suggestion is that the Board should 
add to its staff an analyst who is thoroughly familiar with the over-all situation 
in the airline travel market. 

The book is a major addition to the literature on airline management. It 
should prove valuable to the managements of the airline companies in point- 
ing out some of the significant shortcomings of airline passenger-fare policies, 
and the need for continuous cost analyses and market research in this area. 
The book sets forth suggestions which merit serious consideration by regula- 
tory authorities. In addition, it provides an incentve for students of economics 
and business management to undertake research with respect to the pricing 
policies of airline passenger travel under accelerated conditions of growth 
which characterize this industry. 

J. C. D. Braine 

University of North Carolina 
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The Motor Industry. By Grorce Maxcy and AuBREY SILBERSTON. New 
York: Macmillan Co.; London: Allen & Unwin, 1959. Pp. 245. $5.75. 

It is a somewhat surprising fact that there exists a paucity of industrial and 
economic analyses of the motor car industries of the western economies, in 
view of the importance of these industries in these nations. The present study, 
one of the series of Cambridge Studies in Industry, serves to fill this gap very 
well for the automobile industry of Britain. 

It contains chapters on history, the structure of the industry, demand, pro- 
duction, costs, economies of scale, competition, profits, capital sources and 
. future prospects. There are also useful appendices on such matters as capital- 
output ratios, comparative productivity and prices in the British and Ameri- 
can automobile industries, and the relative prices of British and other Euro- 
pean cars. 

We learn that economies of scale differ in several of the operations of the 
industry. The economy of large-scale production most associated with auto- 
mobile manufacture in the public mind is that of final assembly on a series 
of moving conveyer lines. This is not the operation, however, which deter- 
mines the optimum scale of output. On the basis of optimum scales of approx- 
imately 100,000 units per year in final assembly plants, of 100,000 units for 
motor block foundry castings per plant year, and of 400,000 to 500,000 en- 
gines per line for machining and final motor assembly operations thereon, we 
are gradually led to the demonstration that the press shop in which the larger 
body panels and shapes are stamped is the key operation which determines 
the over-all optimum scale level—in the region of 1,000,000 units per year. 
Put in terms of the long-period cost curve, unit-costs decrease rapidly in all 
departments as volume increases to 100,000 units per annum. Beyond this 
point economies continue to be realized for machining and pressing as volume 
grows, but beyond the half-million mark economies of scale gradually taper 
off as major pressings remain the principal technical source of such savings. 
Beyond the million mark economies of scale from technical sources appear 
to cease. Such optima change slowly with time under the impact of such in- 
fluences as automation. 

No British automobile manufacturer has yet reached the optimum over-all 
economic level of output. Only three firms in the world—General Motors, 
Ford and Chrysler—have arrived at such levels although the Volkswagen firm 
may reach it soon. (Ford Motor Company probably achieved it as early as 
1917, with the production of 834,663 units, assuming that the optimum level 
was 20 per cent lower in 1917 than in 1957.) We may anticipate, therefore, 
that British firms may continue to expand under conditions of decreasing costs 
while the “Big Three” American firms have few remaining technical eco- 
nomies of scale which remain unexploited. 

The British industry had reached a stage of oligopoly by 1955 when the 
“Big Five” (British Motors, Ford, Rootes, Standard and Vauxhall) accounted 
for over 95 per cent of the industry’s car and commercial vehicle output com- 
pared with the 88 per cent produced by the “Big Six” in 1947. Oligopoly of 
the “Big Three” in the American industry has accounted for 90 per cent or 
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more of American car production almost continuously since the late ’twenties. 
The merger process which was recognizable in the United States as early as 
1908 when W. C. Durant formed General Motors Corporation was significant 
in Britain by 1929. It has continued in Britain in the postwar years, featuring 
such horizontal mergers as that of the two largest firms (Austin and Nuffield) 
to form a single firm (British Motor Corporation) which has produced about 
40 per cent of the output of the entire industry through 1955. 

Besides the “Big Five,” 10 or 12 “specialists” such as Jaguar, Rover and 
Rolls Royce companies, occupy about 5 per cent of the market with an addi- 
tional 15 “makes” of cars, and some 20 other firms produce commercial vehi- 
cles, many to special order. 

There is little price competition in the British motor industry—“quality” 
competition is the rule, but major model changes are considerably less frequent 
than in America. The acceleration of automobile obsolescence which charac- 
terizes American market practices is less necessary in Britain—the British 
producers depend less upon the replacement market for new car sales than 
do their American counterparts. The British industry appears to be less 
“mature” than that of the United States. 

The authors have employed such professional tools as market, price and 
statistical analysis to provide an important addition to our list of industry 
studies. Theirs is probably the best economic study of a nation’s motor vehicle 
industry to appear on either side of the Atlantic. 

F. EuGENE MELDER 

Clark University 


Economic Regulation of the Motor Trucking Industry by the States. By 
Donatp V. Harper. Urbana: University of Illinois Press, 1959. Pp. vii, 
320. $5.00; paper $4.00. 

Since the passage of the Motor Carrier Act in 1935 subjecting interstate 
motor carriers to federal regulation, state regulation of motor carriers has 
received very little serious study. The competitive impact of interstate motor 
carriers on other modes of transportation, and the reexamination of the role 
of federal regulation have focused attention on natonal aspects rather than 
state. The difficulties inherent in an analytical study of the widely divergent 
State requirements which, as the author has pointed out, range from no 
requirements to very comprehensive ones, have also been deterring factors to 
a long-needed undertaking of this nature. 

This thorough study describes current economic regulation of the motor 
trucking industry by the states and is a valuable contribution to transporta- 
tion and regulatory literature. A general examination is made of the regulatory 
policies in all the states while an intensive study is made of the specific 
requirements of seven states—California, Illinois, New York, Ohio, Pennsyl- 
vania, Washington, and Wisconsin. In certain instances state regulation is 
compared to federal regulation. The reader secures a fundamental under- 
standing of the essential characteristics of the motor trucking industry 
through an initial description of the types of carriers, scope of operations, and 
economic characteristics of the industry. The development of state regulation 


: 
’ 


1116 THE AMERICAN ECONOMIC REVIEW 


is traced with a discussion of the reasons underlying the enactment of state 
regulatory acts and the legal basis for state regulation. 

The factors considered in the selection of the seven states comprising the 
core group are delineated. The amount of regulatory experience of a state 
was one of the factors. States were chosen because of differences in state 
regulation as well as similarities. The amount of trucking in a state, particu- 
larly the volume of for-hire trucking, was another element considered as was 
the availability of information which, in many states, was inadequate. Finally, 
in general, states were paired in order to allow comparisons with neighboring 
states. The states chosen appear representative and provide sharp contrasts, 
which brings out one of the characteristics of state regulation. 

The basic statute of each of the core-group states and the respective regula- 
tory body administering the act are examined. A thorough analysis then fol- 
lows of the three broad types of regulation of for-hire motor carriers: control 
over entry; regulation of rates; and regulation of service. Methods of regula- 
tory enforcement are also covered. The book is well documented and includes 
a good bibliography. 

Economists find in state regulation of motor truck transportation, as in 
federal regulation, the extremes in regulation. On the one hand, the free play 
of economic forces is permitted to influence rates and service of one group of 
for-hire carriers which have been exempted from regulation, whereas other 
for-hire carriers are comprehensively regulated as to entry into service, rates, 
and service. Even within the regulated for-hire carriers, differences in the 
extent of regulation exist between the classes of carriers. Regular-route com- 
mon carriers in California, for example, must prove public convenience and 
necessity. Control over entry is strict for this class of carriers although little 
or no control is exercised over entry of irregular-route common carriers and 
contract carriers. These groups, with virtually no entry restrictions except 
payment of a nominal fee, have in numbers and volume dominated California 
trucking. On the other hand, the turnover rate among this group of opera- 
tors has been very high. 

One of the significant contributions made by this study is the comparison 
of regulatory aspects which shows relative uniformity on some phases and 
lack of uniformity on others. The author suggests that state legislatures and 
commissions should evaluate the effects of regulation upon carriers and upon 
the economy of a state. Such investigations would result, in the author’s 
opinion, in a redefinition of the objectives of regulation. This is a timely sug- 
gestion. Both the economic environment and the trucking industry have 
changed considerably since the enactment of many of our state regulatory 
acts. It is pointed out that the use of a “grandfather” clause in new motor 
carrier regulatory acts, blanketing in, as it does, all of the carriers operating 
prior to passage of the new act, can result in overcapacity in the future. 
Furthermore, clauses of this kind permit continuation of practices prohibited 
under new legislation, thus negating much of the effectiveness of newly en- 
acted statutes. 

The author feels that the advantages of state regulation outweigh the dis- 
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advantages. Regulation generally improves carriers’ financial position through 
restraint of destructive competition and maintenance of a reasonable level 
of rates. Shippers too have benefited inasmuch as regulation has tended to 
improve service, equipment, and facilities and to eliminate discriminatory 
practices. 


University of Maryland 


Railroad Transportation and Public Policy. By James C. Netson. Washing- is 
ton: Brookings Institution, 1959. Pp. xiii, 512. $7.50. 

The first half of the present volume (Part I) deals with the nature and 
causes of the ills presently afflicting the railroad industry, while the second 
half (Part II) considers various remedies for these ills. The opening chapters 
present an extensive statistical study of the changing distribution of aggregate 
traffic among the various transport agencies and the diversion from the rail- 
roads of traffic in particular commodities and commodity groups. There fol- 
lows a chapter describing the nature and extent of public promotion of trans- 
port facilities which concludes that “federal transport development expendi- 
tures have speeded technological innovations, increased the supply of trans- 
port, multiplied carrier and service alternatives available to shippers and 
travelers, and aided the economy during recent wars by supplementing rail- 
road facilities and services” (p. 108). Nelson holds that, while these expen- 
ditures have had some unfavorable impact upon the railroads, “subsidized 
transport competition probably is not the principal source of long-term rail- 
road difficulties” (p. 109). However, he recommends imposition of user 
charges, including provision for property tax equivalents, on all publicly 
provided transportation facilities. 

More importance is attached to regulatory policies than to public promo- 
tional policies as a contributing cause of the present railroad difficulties. Crit- 
icism is directed at delays in permitting general rate-level increases, the 
granting of inadequate general increases, delays in permitting individual rate 
reductions through extensive use of the rate-suspension power, and, particu- 
larly, the policy of maintaining a “fair share” allocation of traffic by means of 
rate parity, with the consequent inability; of the low cost agency to establish 
rates reflecting its cost advantage. Nelson’s program for remedying these 
weaknesses is, in general, that outlined in the recent Cabinet Committee Re- 
port, which he discusses at some length, but the reviewer received the im- 
pression that Nelson would go considerably farther than the Cabinet Com- 
mittee in relaxing regulation and relying upon the operation of competitive 
forces in transport markets. 

A chapter on Effects of Traffic Shifts on the Transport Economy describes 
the effect of such shifts in creating excess capacity in the railway plant and 
considers the extent to which these shifts reflect the relative cost advantages 
of the different agencies of transportation. Based on a comparison of ton miles 
of freight produced per employee hour, per gallon of fuel consumed, and per 
dollar of net investment, Nelson finds that “the railroad advantage in ton-mile 
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productivity in terms of comparable inputs is so large that it seems reason- 
able to infer that the railroads may be the low-cost agency in relation to 
trucks for volume shipments for distances in excess of 150 miles” (p. 174). He 
says that, “Because of the detail involved in unit cost comparisons, inadequate 
data, and money value fluctuations, relative traffic outputs from given inputs 
of resources were substituted here for unit costs” (p. 173), although he rec- 
ognizes that “If data were available for limiting input-output comparisons to 
identical traffic compositions, the relative productivity results would show 
cost differences more exactly” (p. 174). 

The general conclusion is that failure to levy user charges plus the policy 
of maintaining rate parity have prevented an allocation of traffic in accord- 
ance with the relative costs of the different transport agencies and that “There 
is enough evidence to support a general judgment that total transport costs 
would be minimized if more of the aggregate traffic were to move by rail” 
(p. 186). Although the reviewer recognizes that a full treatment of relative 
costs would require a separate volume he is of the opinion that the present 
study would have been strengthened if at least some data had been presented 
showing comparative unit costs of different transport agencies for various 
lengths of haul and types of traffic. The final chapter in Part I reviews at 
length the generally unsatisfactory postwar earnings position of the railroads 
and its bearing upon their ability to raise new capital. 

The steps which railroad managements might take to improve the position 
of the industry are considered in Part II. These are: (1) efforts to increase 
operating efficiency, particularly in freight car utilization, (2) reduction or 
elimination of the passenger deficit, (3) revision of pricing policies, and (4) 
the undertaking of an extensive program of modernization. These matters are 
given thorough consideration, although certain important topics receive only 
brief or incidental attention. These include the problem of the deficit on com- 
mutation traffic, the development and pricing of trailer-on-flat-car traffic, and 
agreed charges. The author states in the preface that consolidation is not con- 
sidered because of government and carrier inaction and the lack of evidence of 
economies obtainable thereby. 

A valuable feature of the book is the extensive statistical material presented. 
The volume should be welcomed by students of transportation both as a sub- 
stantial contribution in its own right and as a point of departure for further 
studies of the individual topics which it considers. 

Rosert W. HARBESON 

University of Illinois 


Public Regulation of Business. By Duptey F. Pecrum. Homewood, IIL: 
Richard D. Irwin, Inc., 1959. Pp. xviii, 732. $7.50. 


Professor Pegrum states in his preface, “Public regulation of business enter- 
prise may be approached from a number of different points of view and may 
be dealt with by a number of different disciplines, each with its own particular 
emphasis and techniques.” As an economist, the author is faced with the task 
of bringing economic analysis to an area where most existing texts emphasize 
law, history, and political science. The approach used by Pegrum properly 
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focuses attention on the basic economic problem, efficient allocation and utili- 
zation of economic resources. 

The reader will be gratified to see regulatory problems and issues—for ex- 
ample, the national transportation problem, the regulation of public utilities 
—treated simply as partial aspects of the basic economic problem: the kinds 
and quantities of various economic goods to be produced; the way production 
of the various economic goods is to be allocated among industries and fields 
of productive activity; the way the currently available stock of consumer 
goods is to be distributed among consumers; and the total quantity of each 
reproducible agent of production which is to be available in the long run. 

The author has avoided making the book an encyclopedia of government 
and business and has confined his attention only to the relevant institutional, 
organizational and economic considerations essential to the understanding of 
government intervention in the market. Of the five sections, Part I sets forth 
the basic institutional background and describes the development of those 
aspects of modern business enterprise from which current problems of regula- 
tion emerge. Besides including the traditional material on concentration and 
mergers, the author wisely devotes one chapter to a discussion of the scale of 
enterprises and its relation to the significant aspects of the theory of pro- 
duction. In Part II, attention is centered on the pricing process as related to 
the efficient allocation and utilization of economic resources. This is the 
most important part of the book but unfortunately one of the shortest. 

Part III deals with the antitrust laws and their administration, and is pre- 
sented in the traditional legal manner. According to Pegrum, somewhat exten- 
sive treatment is accorded to court decisions because there does not seem to 
be any other way of portraying satisfactorily the present state of regulation 
and the critical issues of administration in this area. This statement suggests 
the principal defect of the work; in short, a more complete treatment of effec- 
tive and workable competition would have been desirable. Many economists, 
J. M. Clark one of the first, recognizing the imperfections of competition 
and the many patterns into which it falls, have sought to develop a concept of 
workable competition which would differentiate between socially acceptable 
and unacceptable situations. In determining workability, economists such as 
George W. Stocking examine three factors: industrial structure, business con- 
duct, and economic performance. Although the economic standards of work- 
ability have been debated and cannot solely be used to determine the legality 
of business arrangements under the antitrust statutes, Pegrum should have 
shown how the principle of workability can be utilized to show the existence 
of situations which are socially unacceptable. In fairness to the author it 
should be stated that no existing text has as yet successfully combined the 
economic standards of workability with the traditional legal approach. 

Part IV deals with transportation and public utilities. The author in this 
part, especially with regard to transportation, shows how economic principles 
can be applied to public policy. Pegrum deserves high praise for this section, 
and his ideas merit the attention of students interested in the long-run implica- 
tions of our present national transportation policy. Part V, a single chapter, 
sets forth the author’s views on the relationship of economic policy to political 
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and social objectives. The author concludes with the following well-chosen 
words: “The issue, today, is much more than the merely technical one of de- 
vising procedures to deal with specific problems. It is the issue of freedom 
versus authority. The preservation of freedom demands a reaffirmation of the 
faith of the American people in their heritage and in the capacity of a free 
people to solve their political and economic problems without sacrificing that 
freedom” (p. 705). 

Pegrum deserves high praise for this thoughtful and scholarly book, which 
represents a step in the right direction and should be used as a point of de- 
parture for future books in the area. 

Eric SCHENKER 

University of Wisconsin, Milwaukee 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 
International Resources and National Policy. By Ot1n T. Mouzon. New 
York: Harper & Brothers, 1959. Pp. xiv, 752. $7.50. 

With few exceptions, notably Ciriacy-Wantrup’s Resource Conservation, 
most studies of resources have been heavily descriptive in content. Further- 
more, such studies also frequently treat natural resources exclusively. In large 
part these generalizations hold for Professor Mouzon’s International Re- 
sources and National Policy. Mouzon presents detailed descriptions of selected 
individual natural resources, recounting each resource’s economic history as 
well as its current sources of supply and uses. Problems associated with each 
resource, such as instability of price and production, future prospects for 
markets, and the quest for new reserves or new substitutes are considered 
largely in an historical, which is to say descriptive, context. 

Most of the book is thus occupied with natural resources. However, the 
plan of the work is not so restricted. Hence, “man-made facilities” and “hu- 
man resources” are also introduced in an attempt to extend the scope to in- 
clude all types of resources. In a further extention of scope beyond that of 
the typical study of resources Mouzon has attempted to tie the economics of 
resources geopolitics. Unfortunately the treatment of capital and labor do 
little more than introduce them to the reader. A disconcerting lack of balance 
in the over-all study is the inevitable result. The attempt to analyze the rela- 
tionship between resources and geopolitics gets little further, although it ex- 
poses some of the limitations of geopolitics itself in the process. 

The introduction of geopolitics reflects the author’s interest in national 
security and the maintenance of national power. This is the dominant con- 
cern of the book. Although economic progress and freedom are mentioned as 
a part of the problem addressed by the book, these other goals for the econ- 
omy are treated as secondary and in some respects as by-products of the 
achievement of national security. Why then should attention be confined to 
international resources? In fact it is not. Mouzon devotes substantial space 
to some resources important to the nation’s security but which are almost ex- 
clusively domestic in source and consumption. Thus one of the fifteen chap- 
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ters is devoted to electric power which is treated in terms of its influence on ‘ie 
internal economy of the United States, except that a page or two is used to tally 
the production and sale of electric power for various nations. Such an approach 
may help gauge the national productive potential, and thus have implications for 
national security, but to regard such a resource as international is to give an 
Alice in Wonderland meaning to that term. On the other hand because of the 
focus on security, several natural resources which are distinctly of an interna- 
tional nature do not receive attention. Most important among this group 
are probably the fishing areas lying within international waters, but migratory 
resources in general may have similar international aspects. 

All of this tends to destroy the unity of the book and leaves the reader in 
doubt as to why international resources were singled out as of especial im- 
portance for study in contrast to resources in general. 

Since the book is primarily a text the descriptive material will no doubt 
provide some information about the economic conditions of natural resources 
which is new to students. Regarding policy, however, very little new is offered. 
Many of the policy suggestions are taken directly from the already established 
policies of the government or from conclusions which are the products of 
other, earlier studies. Arriving at the same policy conclusions is not of course 
necessarily undesirable. But the manner of arrival is important and it is this 
which is open to criticism. There is a gap between descriptive material and 
policy. The techniques for building policy are largely absent. Thus the process 
of policy formation itself is lightly treated. Often policies are enunciated with 
almost no economic analysis by way of support. 

In the reviewer’s opinion the book is unnecessarily long. It suffers from 
verbosity, repetition, and from many tediously protracted quotations. More- 
over, while numerous fvotnotes identify these many long quotations, many of 
the shorter ones (up to four to six lines) appear without recognition being 
given their authors. Statistics are sometimes introduced without identification 
of source. Other criticisms mght be offered but they seem needless to establish 
the fact that the book has decided limitations. 

Joun C. Murpock 

University of Missouri 


Labor Economics 


The A. F. of L. from the Death of Gompers to the Merger. By Putte Tart. 
New York: Harper & Brothers, 1959. Pp. xi, 499. $7.50. 

This book is the second and concluding volume in Philip Taft’s history of 
the American Federation of Labor. The first, The A. F. of L. in the Time of 
Gompers, ends with Gomper’s death in 1924, and the second with the merger 
of the two federations in 1956. In both volumes Taft has largely limited him- 
self to a painstaking summarization of the correspondence, memoranda, min- 
utes and reports which have accumulated over the years in the A. F. of L.’s 
national office. In defense of this sharp delimitation of his sources and view- 
point, Taft writes: 
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. - - I wanted to delineate more sharply the activities of the organization 
itself, and this could be done more effectively by a narrowed vision. 


Given these limits, the second volume is an impressive piece of research. 
The facts, though nearly overwhelming in bulk, are well organized and clearly 
presented. Much of the data has not been previously published. The issues 
discussed are for the most part worthy of attention and the treatment through- 
out is meticulous, balanced and scholarly. Future students will doubtless re- 
gard the book as a landmark in the field. 

The second volume, like the first, treats the activities of the A. F. of L. 
both chronologically and topically. Subjects receiving most attention are the 
enactment of New Deal labor legislation, the split with the C. I. O., labor 
policies during the second world war, international developments after the 
war, Taft-Hartley and other postwar legislational developments of interest to 
labor and the political activities of the A. F. of L. Considerably less emphasis is 
placed on such questions as jurisdictional disputes, racketeering, communism 
and the economic aspects of A. F. of L. policies. Some of the play of personali- 
ties shows through in the letters and minutes which are quoted at length; simi- 
larly, the discussion of major policy issues reflects obliquely the power drives 
of union empire builders in various fields. The author, however, hews to the 
official record throughout and readers who lack background in labor history 
are apt to get a distorted view of this aspect of the labor movement. 

The opening chapters, which deal with the 1924-1930 period, might well 
have included a discussion of the A. F. of L.’s general position in the U. S. 
labor movement. Instead, a rather miscellaneous list of topics such as the 
Federation’s position on convict labor, aliens and political prisoners are con- 
sidered. This is the least satisfactory section of the book. 

The chapters dealing with the 1930-40 period take up about a third of the 
volume and are the most important of the entire study. If the A. F. of L. of 
the previous decade was largely moribund, it showed amazing recovery powers 
in the course of the next ten years. The Federation was the leader in the long 
battle to limit the use of injunctions in labor disputes which culminated in 
the Norris-LaGuardia Act in 1932. In 1929 it started a campaign to develop 
a government program of old age benefits, and three years later it renounced 
its long-standing opposition to unemployment insurance. Once the social 
security law was passed, the A. F. of L. became extremely active in efforts to 
liberalize its provisions. The Federation was also active in the movement for 
governmental protection of the workers’ right to organize, first through the 
NRA and then in connection with the passage of the Wagner Act in 1935. Its 
part in the enactment of the wages and hours law of 1938, on the other hand, 
was of comparatively little importance. 

The Federation’s approach to the other big issue of this period, the split 
leading to the formation of the C. I. O., was short-sighted and almost wholly 
negative. The documents summarized in this volume leave no doubt that the 
principal spokesmen for the A. F. of L. approached the whole issue of indus- 
trial unionism in personal power terms. Taft rightly emphasizes the point that, 
in the very act of suspending the ten unions which had affiliated with the 
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Committee for Industrial Organization, the Executive Council of the A. F. of 
L. assumed authority which could be exercised only by the convention. The 
mild efforts of William Green and the more vigorous attempts by George Har- 
rison to prevent the split seemed foredoomed from the start. Few events of 
equal importance and complexity can be attributed so completely to the will- 
ful obduracy of a small group of narrow-minded men. 

In light of these facts, the resurgence of the A. F. of L. in the late ’thirties 
seems all the more remarkable. Vigorous measures were taken to prevent in- 
vasion by the C. I. O. of fields in which A. F. of L. unions were already estab- 
lished. Steps were also taken to extend union organization to related fields. 
While the methods of organizing were less dramatic than those employed by 
the C. I. O., the A. F. of L. enjoyed a tremendous advantage in its long-stand- 
ing relationships with local unions in all parts of the country. After the sus- 
pension of the C. I. O. unions in 1936, hardly more than a year passed before 
the A. F. of L.’s membership was greater than it was before. 

During the second world war and after, the Federation’s role broadened 
considerably. Its importance between 1940 and 1945 in the war effort is well 
known. Taft’s discussion of A. F. of L. activities after the cessation of hos- 
tilities, however, breaks new ground. Particularly notable is his treatment of 
the Federation’s efforts to re-establish free trade unionism in Europe and its 
consistent refusal to cooperate with unions from communist-dominated coun- 
tries. The British Trades Union Congress and the C. I. O. joined with these 
unions to form the World Federation of Trade Unions in 1945. Subsequent 
events were to bear out the A. F. of L.’s belief that their decision was a 
mistake. 

Taft gives relatively little attention to the A. F. of L.’s position in the fight 
over the Taft-Hartley Act and later efforts to amend this law. There is noth- 
ing in his account to alter the prevailing view that the Federation showed 
little flexibility or imagination in dealing with this issue. In pursuing other 
political objectives, such as in the education and housing fields, the Federa- 
tion followed more resourceful policies. After 1952, when George Meany as- 
sumed the presidency of the A. F. of L., the organization’s influence was en- 
hanced further, both in connection with the fight on internal union corruption 
and in the events leading to the merger with the C. I. O. 

Unfortunately, Taft attempts no general assessment of the changing role of 
the A. F. of L. The clear inference to be drawn from the data he has as- 
sembled is that the Federation (now the A. F. of L.-C. I. O.) will play an 
increasingly important part in labor relations and in American life generally. 
The reason is not so much that it will assert more authority in areas tradi- 
tionally left to the constituent unions but that, to an increasing degree, labor 
issues will fall in the political and international sphere. The evidence as- 
sembled in this book leaves little doubt that the political orientation of the 
American labor movement will increase substantially in the future, and that 
the A. F. of L.-C. I. O. will play a prominent role in this development. 

The factual record set forth in this book throws much light on other aspects 
of modern unionism, such as the powers of national union officials, the appro- 
priate unit of bargaining, the determination of rival jurisdictional claims and 
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the public regulation of union practices. The task of relating the data to these 
issues and of describing the general direction in which the Federation has been 
moving in recent years is left to the reader. It is to be hoped that Taft will 
round out his picture of the A. F. of L. in a subsequent study. Meanwhile, he 
has provided a solid basis on which others can build. 

Frank C. PIERSON 


Swarthmore College 


Labor and Economic Development, Edited by Waiter GaLENSON. New 
York: John Wiley; London: Chapman and Hall, 1959. Pp. xiii, 304. 
$6.75. 

This book consists of six essays by different authors, one each on five coun- 
tries in different states of development (India, C. A. Myers; Japan, R. A. 
Scalapino; Egypt, F. H. Harbison; French West Africa, E. Berg; the British 
West Indies, W. H. Knowles), and an introductory chapter by the editor 
which also serves as a summary. The countries included represent a consider- 
able range in the degree of development, from the very undeveloped to two 
which are starting on the road to development, and including Japan, which 
is hardly to be classified any longer as an undeveloped country. 

The major theme is the relationship between labor and economic develop- 
ment with greater emphasis put on the influence of economic development on 
labor and its organization. Essentially, the outline of each essay is the same; 
the economic and social conditions of the country, a description of the labor 
force and of management, the growth of unionization and its problems, the 
nature of management-labor relations, the role of government and its rela- 
tions to the labor movement. In most cases the union movement receives the 
greatest emphasis. 

These essays make a definite contribution toward our knowledge of the 
problems of undeveloped and developing countries. Our ability to gain in- 
sights into the forces of economic growth depends on accumulating factual 
knowledge about every phase of economies at different states of development. 
This book takes one step in advancing our knowledge of one important insti- 
tutional influence, the labor union. Most of the studies are straightforward 
factual accounts, and though in several cases in a readers-digest condensation 
style are admittedly concentrated versions of large works. However, the arti- 
cles do not suffer as a result and present an amazing amount of material in a 
small space. If the reader requires further detail, he is aided by copious 
documentation. Only the article on Japan is involved and difficult to follow 
due partly to excessive repetition and to the long and involved industrial his- 
tory of that country. 

The reader is of course concerned with what generalizations are possible 
from any comparative study. These Galenson very admirably provides for the 
reader in his introduction. Although recognizing exceptions Galenson makes 
the following generalizations (in expanded form): 

1. The problem of the commitment of the industrial labor force is not as 
great as is usually thought and what resistance exists in the form of the 
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attraction of the home village is advantageous to growth in lessening urban- 
overcrowding and in providing a form of social security. 

2, The problem of acquiring skills is only transitory and is essentially a 
managerial problem. 

3. Employer-employee relations are often marked, out of necessity, by 
employer paternalism. 

4, In respect to the labor movement unions are sure to emerge; the leader- 
ship will rarely be from the working classes; unions will almost always be 
deeply involved in politics; collective bargaining will be weak, usually because 
of excess population and unemployment; blanket unionism will be most preva- 
lent; unions will be fractionalized and will lack internal democracy. 

5. Problems of acquiring managerial skills exist but training can alleviate 
this. 

6. Government must inevitably play an important role in development and 
must, therefore, have a great effect on labor through wage policy and social 
legislation (often advanced but not enforced). It must fit the labor movement 
into its plans. This government role encourages political action by unions. 
Conflicts are inevitable, for example between higher wages and more adequate 
investment funds, higher wages and the budget, more social services and in- 
dustrial investment; but unions are useful as a channel of worker protest, and 
thus as a means to avoid more radical movements, and so must be encouraged. 

More emphasis could have been put on the role of government in en- 
couraging unions (as it is in the individual studies). It appears doubtful from 
this sample that unions, in any form resembling a union, could exist without 
government support and that they would inevitably develop as Galenson sug- 
gests. A further generalization might have been added that the exports situa- 
tion and the balance of payments are powerful limits to economic and social 
gains of the workers. The authors as a group should be commended for a 
lucid and interesting presentation of the condition of labor and labor unions 
in a variety of development situations. 

Bruce R. Morris 

University of Massachusetts 


A History of American Labor. By JosepH G. Raypackx. New York: Macmil- 
lan Company, 1959. Pp. vi, 459. $6.00. 

It is encouraging that in the midst of the sordid findings of the McClellan 
Committee which accentuate the exception and make it the rule a number 
of serious studies of the labor movement have recently come off the press. 
Such prominent students of labor affairs as Philip Taft, David Saposs, and 
the late William Leiserson have all written books that help place the American 
labor movement in proper perspective. The present book on labor history is 
by the chairman of the departments of history and labor education at 
Pennsylvania State University. 

Professor Rayback starts his story in colonial times. His last paragraph 
deals with the AFL-CIO’s recent expulsion of corrupt unions. In between, he 
treats all of the major developments affecting the growth of the labor move- 
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ment as well as the impact American labor has had upon our society. He does 
not treat unions as if they played their role in a vacuum, but he instead takes 
care to trace in the background of American economic, social, political and 
industrial history. Rayback says that he had three major aims in writing this 
book: first, “to correct an all too general impression that there were no 
working men in America until some vague period in the nineteenth century 
when the factory system began and that there was no labor movement in 
American life until after the Civil War; second, to indicate the means used by 
labor to solve its problems within the context of American political and eco- 
nomic developments; and third, to show the influence of labor upon American 
institutions.” Rayback should be pleased. He achieves these aims and at 
the same time writes an entertaining and interesting book. 

Unfortunately, it is perhaps inevitable that any single-volvme treatment of 
labor history should suffer from an unreal overemphasis upor the role of the 
worker in American life. This book is no exception. For example, the author, 
though he makes some reservations, has the workers play a far more impor- 
tant role during the colonial period than he or anyone else knows they played. 
He does this by pointing out that some workers belonged to, though they did 
not lead, such organizations as the Sons of Liberty. He then describes the 
activities of these organizations in their fight against England as if their 
actions or ideas necessarily reflected the actions or ideas of most working men. 
Rayback says in one place: ‘““Workingmen generally recognized that a breach 
of the nonimportation agreement would produce a flood of British-made goods 
to the jeopardy of their jobs. In addition laborers had developed ideologies.” 
What evidence does the author have to indicate what most workingmen 
thought? Even today, when we have better data, we have no real idea what 
laborers think. What the author did, and what we all frequently do, is assume 
that because we believe that workingmen should have thought or acted in a 
certain way, consequently most of them did. We protect ourselves by adding 
the word “generally.” The author does this again when he says that work- 
ingmen “generally” supported wage and price controls during the Revolu- 
tionary War. I presume that in both examples the author placed the word 
“generally” there to protect himself from evidence to the contrary, but my 
question is more basic. How does he know that it was even “generally” true? 
It would indeed be a brave writer who after much research wrote “I do not 
really know but I think or have a hunch that . . .” Rayback would have been 
on sounder ground if he had done this more frequently but I wonder how 
many publishers, or learned journals, would accept such a manuscript. 

Nonetheless, Raybeck’s book is a worthwhile addition to the very small 
collection of one-volume labor histories now available. As such, it ought to be 
seriously considered as a textbook or supplementary reading in a labor or eco- 
nomic history course. Anyone can read it and as a result have a better under- 
standing of the important role played by labor in American society of yester- 
day and today. 

ALBERT A. BLUM 

The American University 
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The Crisis of American Labor. By Siwney Lens. New York: Sagamore Press, 
1959. Pp. 318. $6.00. 

Labor, USA. By Lester Vetie. New York: Harper & Brothers, 1959. Pp. xv, 
318. $4.95. | 

Here are two very candid “inside” looks at the labor union, its philosophy 
and practice, in the United States today. One, Labor, USA, in purple prose, is 
the report by a roving editor of Reader’s Digest. The other, by a local union 
leader in Chicago, is equally colorful but far more analytical. Together they 
summarize what the layman can or should know about the McClellan hear- 
ings. They are disturbing reading and are apparently intended to be. The 
academic economist will find, perhaps not to his surprise, that neither book is 
really an exposé and that the recommendations each author makes are neither 
new nor radical,, Even Velie, whose use of words is certainly designed to 
shock his readers, is found finally to suggest relatively minor changes in the 
Taft-Hartley Act. 

Lens is disturbed about the meaning of business unionism. He argues that 
the materialism in labor organization has led to undemocratic unions, self- 
serving leaders and racketeering. He traces the development of business union- 
ism from the early days of the A. F. of L. and finds the roots of today’s 
scandals already well planted by the turn of the century in such unions as the 
Carpenters and the Mine Workers. The obvious alternative is a philosophy in 
which mere gain is somehow tuned down. For Lens, then, Reuther is more of 
a hero than Hoffa. Interestingly he finds, as does Velie, that Hoffa is being 
forced more and more to rely on such “egg-heads” as Harold Gibbons and 
Eddie Cheyfitz and that this is a good augury for the Teamsters. 

Of particular value in both books are the vignettes of labor leaders in ac- 
tion. Velie gives us shorts on Hoffa, Reuther, Dubinsky, MacDonald, Meany, 
Gompers, Lewis, and A. Philip Randolph. Lens emphasizes the contrast be- 
tween Reuther and Hoffa, who are the “symbols of the conflict in the house 
of labor today . . . each operating at opposite poles of union philosophy.” 
Each is a seeker after power, Hoffa for its own sake, Reuther to serve some 
socially (or should we say socialistically?) defined end. Hoffa is the epitome 
of business unionism, which Lens calls “the victory of materialism.” He is the 
proper heir of Gompers. Reuther is a revolutionary or, better, a liberal. “For 
Walter Reuther the labor movement was the natural outlet of a socialist 
philosophy, the finest goal he could achieve. For Jimmy Hoffa, it was a field 
he stumbled into by accident, unrelated to his personal Weltanschauung— 
assuming that he ever had any” (Lens, p. 138). 

Lens finds in the “business agent’s position such a reservoir of power that 
he could, if freed from checks and balances, achieve a status far beyond his 
rank-and-file members.” The movement away from democratic unionism has 
led to opportunities to take advantage of this key position and of the “give” 
in capitalism which makes possible a policy of accommodation with the em- 
ployers. But if Lens finds the business agent’s position the focal point for the 
betrayal of union interests, Velie regards the union leader as “a man whose 
power seems neither checked nor balanced.” He gets his power not so much 
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from the rank-and-file as from the government, which also helps him keep it. 
Velie’s answer: the government must make a public servant of the union 
leader, must put him in a “goldfish bowl.” Power must be balanced with 
responsibility. 

My impression is that Velie misses the point, for he never understands the 
economic and social role of the union despite his massive, though often mis- 
interpreted, research. Lens is clearly the more careful scholar. He sees the 
only real hope of labor to lie in a search for an ideal “if we are to have a 
participative rather than a manipulative democracy.” Both authors can be 
read with profit on the plight of the union today. Each in his own light is 
fair and thorough. Neither is antilabor nor too obviously prolabor. But their 
usefulness to students of the labor movement is in exposing the basic dilemma 
in the house of labor. What is the reason for union organization in the United 
States of 1959? 

Cartes J. STOKES 

Atlantic Union College 


American Labor in Midpassage. Edited by Bert CocHran. New York: 
Monthly Review Press, 1959. Pp. xi, 196. $3.50. 

Eleven writers discuss critically from a socialist point of view the trade 
union movement of the United States and its prospects. To a significant de- 
gree the conclusions reached are explicitly reactions against the generaliza- 
tions developed by the “Wisconsin School.” The title chapter, written by the 
editor, occupies one-third of the book. Other topics include: the conditions 
of the working class; cultural exploitation; class war; labor and politics; au- 
tomation; white collar workers; working women; Negroes; union corruption; 
books on labor; and the Taft-Hartley decade. Throughout, comments on 
“stultifying business unionism” have an informed bite. To many readers these 
observations and the interpretations of recent union developments will be of 
greater interest than the prognostications. 

The loss of contact between radicalism and the trade unions is viewed as 
unfortunate for both sides. It is when workers are in motion and the ranks 
are concerned with alternate lines of official policy that democracy thrives. 
Unless leaders are available, a rank and file group is helpless when confronting 
an entrenched union administration (pp. 187-88). Further, it is radicalism 
which provides a higher ethic to insulate unions against corrupt leadership 
(p. 164). Thus a radical minority provides an essential service for the preser- 
vation of membership participation in union government. 

The outlook for the future is described in Marxian terms. After pointing out 
that union membership gains have been made in periods of great upheaval, it 
is suggested that the next decade may produce a popular need to “gain control 
of the levers of government to ensure economic growth and to reorient our 
foreign relationships” (p. 39). The resulting struggle may shake up existing 
union leadership and “provoke a more ambitious lunge to make government 
serve the common man’s needs” (p. 38). 

As to unions, “since no one has yet discovered a new social force . . . which 
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can usher . . . inevitable social changes into our rudderless industrial society 
now gone amuck, the conviction must be maintained . . . that the labor 
movements, each in its own way and time, will rise to the historic needs of 
our epoch” (p. 64). On the political scene the conviction persists that a labor 
party, probably modeled after the British Labour Party, is inevitable. 

The tone of the book is one of defeat. There is no suggestion of means 
by which socialists might regain some measure of influence in unions. Limited 
socialist roles of observer, analyst and critic are implicitly accepted. There is 
no suggestion of an activist program. Several of the expressions of future 
expectations sound more like a hope for an awakening of the ethical percep- 
tions of the masses than like Marxism. The socialists appear to accept not 
only the loss of all ties with the unions, but also with the workingmen of the 
country. 

S. BAUDER 

University of Missouri 
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Amoroso, L. Le leggi naturali dell’economia. (Natural laws in economics.) Rome: Ed. 
Ricerche, 1957. Pp. 384. L. 2.500. 

Burcer, E. Einfuehrung in die Theorie der Spiele. Berlin: Walter de Gruyter, 1959. 
DM 28. 

Conen, B. L. Introduction to the new economics. New York: Philos. Lib., 1959. Pp. 
176. $3.75. 

The author, 2 Montreal lawyer and businessman (according to the information pro- 
vided on the jacket) has attempted to reformulate economics in terms of a “cellular” 
theory from the biological sciences. 

Doopy, F. S., Detano, M. S. anp AsHton, D. J. Student workbook in economics; to ac- 
company The American Economy, by C. L. Harriss, 3d ed. Homewood, IIl.: Irwin, 
1959. Pp. v, 164. $2.50. 

Ernaunr, L. Cronache economiche e politiche di un trentennio (1893-1925). Vol. I, 1893- 
1902. Opere di Luigi Einaudi, 2nd ser., vol. 3. Turin: Giulio Einaudi Ed., 1959. Pp. 
xxv, 552. L. 3.500. 

Jeanneney, J. M. Economie politique. Paris: Presses Univ. France, 1959. Pp. 304. 900 fr. 

Kraassen, L. H., Koycx, L. M. anp WrtTeEvEEN, H. J., ep. Jan Tinbergen—selected papers. 
Amsterdam : North-Holland, 1959. Pp. xii, 318. $8. 

Marx, S. M. anv Strate, D. M., ep. Economics in action—readings in current economic 
issues. San Francisco: Wadsworth, 1959. Pp. xiii, 418. 

Meynavup, J. L’elaboration de la politique économique. Aix-en-Provence: La Pensée 
Univ., 1959. 1.400 fr. 

Viet, J., Ep. International bibliography of economics, Vol. VI. Works published in 1957. 
UNESCO Internat. Comm. Soc. Sci. Doc. in co-op. with Internat. Econ. Assoc. New 
York : Columbia Univ. Press, 1959. Pp. 544. $9.50. 

Abstracts of Bulgarian scientific literature; economics and law, 1958, October-December. 
Vol. II, no. 1. Sofia: Bulgarian Acad. Sci., 1959. Pp. 115. 

Annotated bibliography of materials in economic education, 1959-60. New York: Joint 
Council on Econ. Educ., 1959. Pp. 47. 50¢. 

Politicheskaya ekonomiya. Uchebnik. (Political economy. A textbook.) By USSR Acad. 
Sci., Inst. Econ. 3d rev. ed. Moscow: Gospolitizdat, 1958. Pp. 680. 

Principles of economics. The Committee on Principles of Economics, a collaborative writ- 
ing group of economics professors. New York: Pitman, 1959. Pp. xx, 873. 

Staatslexikon—Recht, Wirtschaft, Gesellschaft. rev. ed. Vol. III: Erbschaftssteuer—Harz- 
burger Front. New York: Herder Book Center; Freiburg im Breisgau: Herder, 1959. 
Pp. 1231. $21.50. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 

AvsacH, H. Wirtschaftlichkeitsrechnung bei unsicheren Erwartungen. Koeln and Opladen: 
Westdeutscher Verlag, 1959. DM 21. 

AwnpreattA, N. Distribuzione del reddito e accumulazione del capitale. Milan: A. Giufiré, 
1958. Pp. 173. L. 1.000. 

Arrow, K. J., Horrenserc, M. anv orners. A time series analysis of interindustry de- 
mands. Amsterdam : North-Holland, 1959. Pp. 292. $7.25. 
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Batpwin, J. W. The medieval theories of the just price—Romanists, canonists, and theolo- 
gians in the twelfth and thirteenth centuries. Transactions, Vol. 49, pt. 4. Philadelphia: 
Am. Philos. Soc., 1959. Pp. 92. $2. 

Baumot, W. J. Business behavior, value and growth. New York: Macmillan, 1959. Pp. 
xiv, 164. $4.75. 

Bornm-Bawerk, E. von. Capital and interest: Vol. 1, History and critique of interest 
theories; Vol. 2, Positive theory of capital; Vol. 3, Further essays on —_ and in- 
terest. Transl. by G. D. Huncke and H. F. Sennholz. South Holland, Ill: Libertarian 
Press, 1959. Pp. xxii, 490; xi, 466; viii, 246. Price for the set : $25. 

Cuaxravarty, S. The logic of investment planning. Amsterdam: North-Holland, 1959 
Pp. xii. 170. $4. 

Cuenery, H. B. anp Crark, P. G. Interindustry economics. New York: Wiley, 1959. Pp. 
xv, 345. $7.95. 

De Bopt, G. L’analyse marginale et les politiques de gestion de l’entreprise industrielle. 
Cahiers ser. K, no. 4. Paris: L’Inst. Sci. Econ. Appliquée, 1959. Pp. 25. 

D1 Fenizio, F. Le leggi dell’economia (Economic laws): I, Il metodo dell’economia 
politica e della politica economica (The method in economics and economic policy), 
2nd ed.; II, Il sistema economico (The economic system), 2nd ed.; III, La funcione 
del consumo (The consumption function) ; IV, Diagnosi-previsioni politiche congiunturali 
in Italia (Diagnoses-business forecasting in Italy). Milan: Ed. L’industria, 1958 and 
1959. Pp. 361; 132; 150; 213. L. 2.500; L. 1.000; L. 1.200; L. 1.500. 

Fourastig, J. Prix de vente et prix de revient. Recherches sur !’évolution des prix en periode 
de progrés technique. 8th ser. Paris: Montchrestien, 1958. Pp. 280. 2.000 fr. 


Katweit, W. Ueber die Ursachen der Preissteigerungen in modernen Kapitalismus. East 
Berlin: Die Wirtschaft, 1958. Pp. 141. 

This is a Marxian explanation of price inflations as due to monopolistic competition. In 
particular, the book represents a novel attempt at the application of Marxian labor law 
of value to the conditions of monopoly. 

Lamate, H. H. Study of consumer expenditures, incomes and savings. Methodology of the 
survey of consumer expenditures in 1950. Philadelphia: Univ. Pennsylvania, 1959. Pp. xiv, 
359. 

“This is the first of a series of research studies to be published as part of the Study of 
Consumer Expenditures, Incomes and Savings in the United States by the Wharton School 
of Finance and Commerce. The complete study, conducted by the Wharton School in 
cooperation with the Bureau of Labor Statistics under a grant from the Ford Foundation, 
consists of two major parts: first, 18 volumes of statistical tabulations of expenditures and 
related data for 1950 and early 1951 ... ; second, a series of research studies covering 
economic, marketing and sociological aspects of consumption behavior. . 

“This monograph describes the methodology, historical background and purposes of the 
B.LS. Survey. . . . It summarizes the important features of the data collection and tabula- 
tion, evaluates sampling and reporting errors, compares the data with other sources, and 
describes some of the analytical uses.” (From the foreword.) 

Lirritt, V. G. Determinants of consumer demand for house furnishings and equipment. 
Cambridge: Harvard Univ. Press, 1959. Pp. xv, 172. $6. 

Lorenz, D. Probleme und Ansaetze einer kapazitaetsorientierten Investitionspolitik. Berlin: 
Duncker & Humblot, 1958. Pp. 158. DM 13.80. 

Luce, R. D. Individual choice behavior—a theoretical analysis. New York: Wiley, 1959. 
Pp. xii, 153. $5.95. 

Moront, E. La funzione d’imprenditore e la sua offerta. Milan: A. Giuffré, 1958. Pp. 114. 
L. 800. 


Rosrnson, E. A. G. The structure of competitive industry. 1958 rev. ed., Cambridge Econ. 
Handbooks. Chicago: Univ. Chicago Press, 1959. Pp. xii, 156. $2.25. 


4 
et 
3 
), 
” bed 
a 
= 
| 
Ce 
4 
| 
24 


1132 THE AMERICAN ECONOMIC REVIEW 


H. Der Lagerzyklus—Lagerbewegung und Konjunkturverlauf in empirischer 
Sicht. Berlin: Duncker & Humblot, 1958. Pp. 113. DM 12. 

Scuinpier, H. Investitionsrechnungen in Theorie und Praxis. Meisenheim am Glan: Anton 
Hain, K. G., 1958. DM 9.60. 

Scunemwer, E. Entwicklungen und Wandlungen der Wirtschaftstheorie. Kiel: Ferdinand 
Hirt, 1959. Pp. 21. 

Stozwe, H. Oekonometrie und makrooekonomische Theorie. Stuttgart: Gustav Fischer, 
1959. DM 17.50. 

Tavit1an, R. La part des salaires dans le revenu national. Paris: Génin, 1958. Pp. 408. 
2.800 fr. 

Werntravs, S. A general theory of the price level, output, income distribution and economic 
growth. Philadelphia: Chilton, 1959. Pp. 123. $3.50. 

Wuercter, H. Malthus als Kritiker der Klassik. Winterthur: P. G. Keller, 1957. Pp. xxiv, 
200. 

Cahiers du séminaire d’économetrie no. 5; production, investissements et productivité. 
Paris: Centre Nat. de Recherche Sci., 1959. Pp. 158. 1.200 fr. 

Inflation—cause and cure—we cannot curb inflation by stunting economic growth, neglect- 
ing domestic needs, and short-changing national security. Stud. no. 6. Washington: 
Conference on Econ. Progress, 1959. Pp. 59. 

Probleme des raeumlichen Gleichgewichts in der Wirtschaftswissenschaft. Berlin: Duncker & 
Humblot, 1959. DM 13.60. 


Economic History; Economic Development; National Economies 

Arrov, J. The location of the synthetic-fiber industry—a case study in regional analysis. 
New York: Wiley and Tech. Press Mass. Inst. Tech., 1959. Pp. xii, 203. 

Atamptvev, P. Ekonomicheskoye rayonirovaniye SSSR. (Economic regionalization of the 
USSR.) Moscow: Gosplanizdat, 1959. Pp. 263. 

———. Likvidatsiya ekonomicheskogo neravenstva narodov Sovetskogo Vostoka i 
sotsialisticheskoye razmeshcheniye promyshlennosti. (Liquidation of the economic in- 
equality of the peoples of the Soviet Orient and the socialist location of industries.) 
Moscow: USSR Academy of Sciences, 1958. Pp. 450. 

Barnett, A. D. Communist economic strategy: the rise of mainland China. Washington: 
Nat. Plan. Assoc., 1959. Pp. ix, 106. $2.50. 

Bézy, F. Principes pour lorientation du développement économique au Congo. Stud. Univ. 
Lovanium, Inst. Recherches Econ. Soc., no. 1. Léopoldville: Edition de I’Université, 
1959. Pp. 56. $1. 

Boetrcuer, E. Die sowjetische Wirtschaftspolitik am Scheidewege. Tuebingen: J. C. B. 
Mohr (Paul Siebeck), 1959. Pp. xvi, 307. DM 26.50. 

ConpitrFe, J. B. New Zealand in the making. A study of economic and social development. 
2nd rev. ed. London: Allen & Unwin, 1959; New York: Macmillan, distrib. Pp. 316. 30s. 
The first edition of this book appeared in 1930, and was reviewed briefly in the June 

1931 issue of the Review. With regard to the revised version, the author writes in the 

preface: “The present volume is confined to the economic development of the Dominion, 

primarily in the period before 1935. There are, however, some questions, notably the 
economic status of the Maoris, the exploitation of the native forests and the phormium 
industry, which arose early in New Zealand’s history. These have been carried down to 

1956 in order to present a continuous narrative. Much research has been published since 

the first edition was written and an attempt has been made to use these studies in revising 

the present volume.” 


———. The welfare state in New Zealand. London: Allen & Unwin, 1959; New York: 
Macmillan, distrib. Pp. 396. 35s. 
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Grorce, P. anp Ranvet, P. witH Bastié, J. La région parisienne. Paris: Presses Univ. 
France, 1959. Pp. 160. 1.500 fr. 
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Henverson, W. O. The state and the industrial revolution in Prussia, 1740-1870. Liverpool: 
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English social aspirations. New York: Russell Sage Foundation; London: Allen & Unwin, 
1959. Pp. 410. $6. 
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Vitteta, A. Renda nacional e contabilidade social. Salvador: Liv. Progresso-Editora, 1959. 
Cr$ 120. 

WarrenscHmipt, W. F. anp Forschuncscrupre. Deutsche Volkswirtschaftliche Gesam- 
trechnung und ihre Lenkungsmodelle 1949-1955. Stuttgart: Gustav Fischer, 1959. DM 
14.80. 

Consumer prices in the United States 1953-1958; price trends and indexes. BLS bull. 1256. 
Washington: Supt. Docs., 1959. Pp. 126. 

Distribution of non-farm incomes in Canada by size, 1957. Dominion Bur. Stat. pub. 
Ottawa: E. Cloutier, 1959. Pp. 40. 75¢. 

Report on statistics for prices, costs and productivity analysis. Washington: Off. Stat. 
Standards, Bur. Budget, 1959. Pp. 13. 

SSR v tsifrakh. Statisticheskiy sbornick. (USSR in figures. A statistical handbook.) By 
USSR Central Stat. Admin. Moscow: Gosstatizdat, 1958. Pp. 468. 

Statistical abstract of the United States, 1959. 80th annual ed., U.S. Dept. of Commerce. 
Washington: Supt. Docs., 1959. Pp. xii, 1042. $3.50. 

Statistical services of the United States government. Rev. ed. Prepared by Bur. of Budget. 
Washington: Supt. Docs., 1959. Pp. 111. 


Economic Systems; Planning and Reform; Cooperation 

Feycrn, ¥Y. G. Razmeshcheniye proizvodstva pri kapitalizme i sotsializme. (Location of 
industries under capitalism and socialism.) Moscow: Gospolitizdat, 1958. Pp. 686. 

Fret, R., Ep. Wirtschaftssysteme des Westens—Economic systems of the West—Systémes 
économiques de l’Occident. Vol. II: Canada, Deutschland (BR), Finland, Italy, Norway, 
Portugal, Schweiz. Tuebingen: J. C. B. Mohr (Paul Siebeck); Basle: an 1959, 
Pp. ix, 221. DM 25.75; paper DM 21.75. 

The articles on Canada, Finland, Italy and Norway are in English; those on West Ger- 
many and Switzerland, in German; the one on Portugal, in French. Summaries in English, 
French and German are also provided. 

Himscu, H. Mengenplanung und Preisplanung in der Sowjetunion. Basel: Kyklos; 
Tuebingen: J. C. B. Mohr (Paul Siebeck), 1957. Pp. x, 195. DM 21.50. 

LasserrE, G. Coopératives contre cartels et trusts (Suéde). Paris: Soc. Cooperative Edit. et 
Libr., 1958. 380 fr. 

Romeo, R. Risorgimento e capitalismo. (Resurgence and capitalism.) Bari: Laterza, 1959. 
Pp. 207. L. 1.400. 

Strumitin, S. Na putyakh postroyeniya kommunizma. (On the road of communist con- 
struction.) Moscow: Sotsekgiz, 1959. Pp. 104. 


ro, 
it 
: 
| 
| 
‘ 
Bae 
3 
| 


1136 THE AMERICAN ECONOMIC REVIEW 
Business Fluctuations 

Meapve, J. E. The control of inflation—an inaugural lecture delivered in Cambridge, 
March 4, 1958. Cambridge, Eng.: Univ. Press, 1958. Pp. 51. 

Scuuttze, C. L. Recent inflation in the United States. Study Paper no. 1. Study of em- 
ployment, growth and price levels; Joint Economic Committee, 86th Cong., 1st sess., 
Sept. 1959. Washington: Supt. Docs., 1959. Pp. ix, 135. 40¢. 

Employment, growth, and price levels. Pt. 4—The influence on prices of changes in the 
effective supply of money. Hearings before the Joint Economic Committee, 86th Cong., 
1st sess., May 25-28, 1959. Washington: Supt. Docs., 1959. Pp. 282. 75¢. 

Employment, growth, and price levels. Pt. 6A—The government’s management of its 
monetary, fiscal, and debt. operations. Hearings before the Joint Economic Committee, 
86th Cong., 1st sess., July 24-30, 1959. Washington: Supt. Docs., 1959. Pp. v, 417. $1.25. 

Inflation—cause and cure. Washington: Conference on Economic Progress, 1959. Pp. 59. 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 

Ass, H. J. Zeitfragen der Geld- und Wirtschaftspolitik. Aus Vortraegen und Aufsaetzen. 
Frankfort: Fritz Knapp, 1959. DM 19.20. 

Borna, D. J. A study in the theory of monetary equilibrium—a comparative analysis. 
Leiden: H. E. Stenfert Kroese, 1959. Pp. viii, 192. f 17. 

Cuapman, J. M. anp Jones, F. W. Finance companies: how and where they obtain their 
funds. New York: Columbia Univ., Grad. School of Bus., 1959. Pp. 84. $2. 

Core, D. M. The development of banking in the District of Columbia. New York: William- 
Frederick, 1959. Pp. xx, 629. $10. 

Dext’Amore, G. II saggio di sconto ufficiale nell’economia delle banche centrali. (The rate 
of discount in the economy of central banks.) Milan: Giuffré, 1958. Pp. 178. L. 1.200. 

Davuten, C. A. The consumer finance industry in a dynamic economy. The record and 
problems of consumer finance companies during World War II, and the postwar period. 
Consumer Credit Monogr. no. 2. St. Louis: Am. Invest. Co. of Illinois, 1959. Pp. 108. 

Gute, B. La banque et le crédit en France de 1815 4 1848. Paris: Press. Univ. de France, 
1959. Pp. 380. 1.600 fr. 

Hit, M. R. Housing finance in Australia, 1945-1956. Melbourne: Melbourne Univ. Press; 
New York: Cambridge Univ. Press, 1959. Pp. 212. $8.50. 

Knapp, F. G. anp Benprixen, F. Zur staatlichen Theorie des Geldes. Basle: Kyklosverlag; 
Tuebingen: J. C. B. Mohr (Paul Siebeck), 1958. Pp. vii, 268. DM 19.80. 

Krusserr, V. G. Banking & credit institutions in Bulgaria. Nat. Com. for a Free Europe, 
Mid-European Stud. Center, research doc. 303. Washington: Photodupl. Svce., Lib. 
Congress, 1959. Microfilm copy. 

Martens, H. Grundlagen und Formen der Entlohnung. Berlin: Duncker & Humblot, 1958. 
DM 18. 

Rosertson, D. H. Money. 1959 ed., Cambridge Econ. Handbooks. Chicago: Univ. Chicago 
Press, 1959. Pp. xvii, 187. $2.25. 

ScumicHer, R. Geldfunktionen und Buchgeldschoepfung—Ein Beitrag zur Geldtheorie. 
Berlin: Duncker & Humblot, 1958. Pp. 219. DM 24. 

Vickers, D. Studies in the theory of money, 1690-1776. Philadelphia: Chilton, 1959. Pp. 
viii, 313. $6.50. 

Zverev, G. G. Voprosy natsional’nogo dokhoda i finansov SSSR. (Problems of national 
income and finance of the USSR.) Moscow: Gosfinizdat, 1958. Pp. 242. 

Bank of Greece, report for the year, 1958. Athens: Bank of Greece, 1959. Pp. 87. 


Exchanging FNMA mortgages for treasury bonds. Hearing before Senate Committee on 
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Banking and Currency, 86th Cong., 1st sess. June 5, 1959. Washington: Supt Docs., 1959. 
Pp. 45. 

The federal revenue system: facts and probiems, 1959. Materials assembled by the staff of 
the Joint Economic Committee. Washington: Supt. Docs., 1959. Pp. 266. 

Finanz- und waehrungspolitische Bedingungen statigen Wirtschaftswachstums. Berlin: 
Duncker & Humblot, 1959. DM 19.50. 

Das Problem der Geldwertstabilitaet. Berlin: Duncker & Humblot, 1959. DM 9.80. 

Study of mortgage credit. Does the decade 1961-1970 pose problems in private housing 
and mortgage markets which require federal legislation by 1960? Senate Committee on 
Banking and Currency, Subcommittee on Housing, December 22, 1958. Washington: 
Supt. Docs., 1958. Pp. 397. 


Public Finance; Fiscal Policy 

Brittatn, H. The British budgetary system. New York: Macmillan, 1959. Pp. 320. 

Brocurer, H. anp Tapatont, P. Economie financiére. Paris: Presses Univ. de France, 1959. 
Pp. 693. 2.400 fr. 

Lizzut, R. La disciplina fiscale degli ammortamenti—nei principalo stati esteri (Belgio, 
Francia, Germania Occidentale). Rome: Author, 1959. Pp. 260. 

Mann, F. K. Finanztheorie und Finanzsoziologie. Goettingen: Vandenhoeck & Ruprecht, 
1959. Pp. 170. DM 11.80. 

Fritz Karl Mann presents in this volume for German readers a selection of his essays 
originally published in English. Only an introductory essay on methods in the science of 
public finance was not previously published. Mann favors the use of a variety of methods 
depending on the requirements of the problem to be dealt with. He is sceptical of any 
methodological monism, as it is pursued, e.g., by some of the so-called welfare economists. 
The other seven essays are examples of his methods in which theoretical, historical, institu- 
tional, and sociological approaches are used to illuminate problems of public finance, taxa- 
tion, debt management, government guarantees, and government corporations. A list of 
F. K. Mann’s writings is included. 

MarcHat, J. anp Lecartton, J. La répartition du revenu national: les modéles. Book III: 
Le modéle classique; Le modéle marxiste. Paris: Ed. M.-Th. Génin, 1959. Pp. 393. 2.400 fr. 

Morstetn Marx, F. The organization of financial functions in the federal government, USA. 
Washington: Supt. Docs., 1959. Pp. 48. 

PanTALeont, M. Teoria della traslazione dei tributi. Definizione, dinamica e ubiquita della 
traslazione. (Theory of the shifting of taxes—definition, dynamism, and ubiquity of the 
shifting process.) Preface by G. U. Papi. Introd. by E. D’Albergo, originally published 
1882. Milan: Giuffré, 1958. Pp. Ixxxvii, 371. L. 2.000. 

Ponmer, D. Grundlagen der betriebswirtschaftlichen Steuerlehre. Berlin: Duncker & 
Humblot, 1958. DM 16. 

Rostnson, M. A. The national debt ceiling: an experiment in fiscal policy. Washington: 
Brookings Inst., 1959. Pp. 104. 

Ryan, J. Current depreciation allowances; an evaluation and criticism. Stud. in indus. econ. 
no. 5. New York: Fordham Univ. Press, 1958. Pp. 80. 

Corporate and excise tax rates extension. Hearing before the Senate Committee on Finance, 
86th Cong., 1st sess., June 23, 1959. Washington: Supt. Docs., 1959. Pp. 113, 

Le finanze publiche dei sei paesi della Communita Economica Europea nel 1957. (The 
public finances of the six countries of the European Economic Community in 1957.) 
Rome: Assoc. fra le Soc. Italiane per Azioni, 1958. Pp. 581. L. 2.000. 

National income and expenditure, 1958-59. Budget speech, 1959-60. Presented by Harold 
Holt, M.P., Treasurer, Commonwealth of Australia. Canberra: A. J. Arthur, 1959. Pp. 61. 

Public debt ceiling and interest rate ceiling on bonds. Hearings before the House Committee 
on Ways and Means, 86th Cong., ist sess. on request of the President for an increase in 
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the ceiling of the public debt and for removal of the interest rate ceiling on savings bonds 
and new Treasury bond issues; June 10, 11, and 12, 1959. Washington: Supt. Docs., 1959, 
Pp. 322. 

State taxation on interstate commerce—1959. Hearing before the Senate Select Committee 
on Small Business, 86th Cong., 1st sess., May 1, 1958, Pt. 2. Washington: Supt. Docs., 
1959. Pp. 53. 

Summary of recommendations made in the hearings on the taxation of life insurance com- 
panies before the Senate Committee on Finance. Prepared by the staff of the Joint Com- 
mittee on Internal Revenue Taxation. April 8, 1959. Washington: Supt. Docs., 1959, 
Pp. 65. 

Treasury-Federal Reserve study of the government security market. 3 pts. Washington: 
Treasury Dept., 1959. 


International Economics 


ArrxEn, H. G. J., Deutscu, J. J. anp orHERs. The American economic impact on Canada. 
Durham: Duke Univ. Press, for the Duke Univ. Commonwealth-Studies Center; London: 
Cambridge Univ. Press, 1959. Pp. xviii, 176. $4.50. 

Baap, F., ep. Die Weltwirtschaft, 1959. No. 1. Kiel: Inst. f. Weltwirtschaft, 1959. Pp. 200. 
Bercer, G., Darcet, J. anD DEmMongue, M. Rapports de l’occident avec le reste du monde. 
Centre Internat. Prospective, pub. no. 3. Paris: Presses Univ. de France, 1959. Pp. 100. 
BossHarpt, A. with Nypeccer, A. AND ALLENSPACH, H. Die schweizerische Textilindustrie 
im internationalen Konkurrenzkampf. Export- und markwirtschaftl. stud. 3., Schweiz. 
Inst. Aussenwirtschafts- und Marktforschung. Zurich: Polygraphischer, 1959. Pp. xx, 356. 

41.- sw.fr. 

Brown, A. J. Introduction to the world economy. New York: Rinehart; London: Allen & 
Unwin, 1959. Pp. 212. $3.50; 18s. 

Byé, M. Relations économiques internationales. Paris: Dalloz, 1959. Pp. 536. 

Cortaz, M. Les Etats-Unis et la Communauté Européenne. Les Etud. Am. Cahier 68, 
1959. Paris: Contre Hautes Etud. Am., 1959. Pp. 32, 300 fr. 

Davis, J. Natural gas and Canada-United States relations. Washington: Nat. Planning 
Assoc.; Ottawa: Private Planning Assoc., for Can.-Am. Com., 1959. Pp. xii, 32. $1. 

Irvine, A. G. The balance of payments of Rhodesia and Nyasaland, 1945-1954. New York: 
Oxford Univ. Press, 1959. Pp. xiii, 643. $10.10. 

Jackson, R. G. A. The case for an International Development Authority. Syracuse: Syra- 
cuse Univ. Press, 1959. Pp. 70. 

Jacost, K. Der induzierte Kapitalexport. Beitraege zur Praktischen Nationaloekonomie, 
no. 12. Zurich: Polygraphischer, 1959. Pp. viii, 106. 12.50 sw.fr. 

Javits, B. A. anp Keysertinc, L. H. The World Development Corporation, a giant peace 
and prosperity plan. Washington: 1959. Pp. 45. 

L’Huruier, J. La coopération économique internationale 1957-1959. Paris: Génin, 1959. 
Pp. 144. 900 fr. 

MacDonatp, P. Practical exporting and importing. 2nd. ed. New York: Ronald, 1959. 
Pp. ix, 550. $6.50. 

Marguarot, W. Exporterwartungen im Konjunkturtest. Berlin: Duncker & Humblot, 1959. 
DM 16.60. 

MENDERSHAUSEN, H. Terms of trade between the Soviet Union and smaller communist 
countries, 1955 to 1957. Rand RM-2305. Santa Monica, Calif.: Rand Corp., 1959. Pp. 57. 

Miz, I. Trade balance during business cycles: U.S. and Britain since 1880. Occas. paper 
no. 67. New York: Nat. Bur. Econ. Research, 1959. Pp. 99. 

Niescuiac, R. Binnenhandel und Binnenhandelspolitik. Berlin: Duncker & Humblot, 1959. 
DM 39.60. 
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Nurxse, R. Patterns of trade and development. Wicksell lectures, 1959. Stockholm: 
Almaqvist & Wiksell, 1959. Pp. 62. 3.50 SKr. 

Outis, F. Marché commun et zone de libre échange. Les Etud. Am., cahier 67, 1959. 
Paris: Center Hautes Etud. Am., 1959. Pp. 40. 300 fr. 

Peterson, W. H. The question of government oil import restriction. Washington: Am. 
Enterprise Assoc., 1959. Pp. 71. $1. 

ProeHt, P. O., ed. Legal problems of international trade. Urbana: Univ. Illinois Press, 
1959. Pp. xiii, 453. $6.50. 

Rosertson, A. H. European institutions. Co-operation, integration, unification. London: 
Stevens, for London Inst. World Affairs, 1959. Pp. xix, 372. 42s. 

SANNWALD, R. AND STOHLER, J. Economic integration: theoretical assumptions and con- 
sequences of European unification. Trans. by H. F. Karreman. Princeton: Princeton 
Univ. Press, 1959. Pp. xvi, 260. $5. 

Stover, J. A. Canada in the world economy. Cambridge: Harvard Univ. Press, 1959. 
Pp. xiii, 364. $7.50. 

WacEnFuEnR, R. Der internationale wirtschafts- und sozial-statistische Vergleich. Eine 
Einfuehrung. Freiburg/Breisgau: Rudolf Haufe, 1959. DM 12. 

Wrxinson, H. F. Etude des initiatives internationales en vue de la stabilisation des 
marchés des produits de base. Geneva: E. Droz; Paris: Minard, 1959. Pp. 164, 15.- 
sw.fr. 

Wszetak1, J. H. Communist economic strategy: the role of East-Central Europe. Washing- 
ton: Nat. Planning Assoc., 1959. Pp. 132. 

Accumulation and administration of local currencies; a report to James H. Smith, Jr., 
Director, ICA. Washington: Internat. Coop. Admin., 1958. Pp. 77. 

Criticism of the foreign aid program, and comments supplied by the Department of State, 
the International Cooperation Administration, and the Department of Defense. House 
Committee on Foreign Affairs, 86th Cong., 1st sess. Washington: Supt. Docs., 1959. 
Pp. 112. 

Economic assistance programs and administration—3rd interim report by the President’s 
Committee to Study the U.S. Military Assistance Program. Washington: Supt. Docs., 
1959. Pp. 71. 

Economic Bulletin for Latin America, Vol. III (2). 1. Latin America’s foreign trade in the 
first half of 1958. 2. The international banana market—its evolution and prospects. 
3. Statistical supplement. New York: Columbia Univ. Press, for UN Econ. Comm. for 
Latin Am., 1959. Pp. 87. 80¢. 

Economic developments in the middle east, 1957-1958. Suppl. to World economic survey, 
1958. UN pub. no. 59.II.C.2. New York: Columbia Univ. Press, 1959. Pp. viii, 103. $1.25. 

Economic policy in Western Europe. Report for the Joint Economic Committee on Con- 
ferences in Western Europe, 85th Cong., 2nd sess., Jan. 1959. Washington: Supt. Docs., 
1959. Pp. 401. $1.25. 

Ekonomicheskoye sorevnovaniye mezhdu SSSR i SShA. Kritika vzglyadov amerikanskikh 
burzhuaznykh ekonomistov. (Economic competition between the USSR and the USA. 
A critique of the views of the American bourgeois economists.) Moscow: Gosplanizdat, 
1959, Pp. 242. 

Employment, growth, and price levels. Pt. 5—International influences on the American 
economy. Hearings before the Joint Economic Committee, 86th Cong., 1st sess., June 29- 
July 2, 1959. Washington: Supt. Docs., 1959. Pp. 201. 50¢. 

The European Common Market & its meaning to the United States. A statement on national 
policy by the Research and Policy Committee, Committee for Economic Development. 
New York: McGraw-Hill, 1959. Pp. 152. $4.75. 

Food and agricultural price policies in Asia and the Far East. Prepared by ECAFE/FAO 
Agric. Div., UN pub. no. 58.II.F.2. New York: Columbia Univ. Press, 1959. Pp. 110. 
$1.25. 
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General Agreement on Tariffs and Trade—fourth protocol of rectifications and modifica- 
tions to the annexes and to the texts of the schedules to the Agreement, done at Geneva, 
March 7, 1955. Washington: Supt. Docs., 1959. Pp. 89. 

Inter-American Development Bank Act. Hearings before Subcommittee no. 1 of the House 
Committee on Banking and Currency, 86th Cong., 1st sess., June 1959. Washington : Supt. 
Docs., 1959. Pp. 62. 

International bibliography of economics. Vol. VI, works published in 1957. Prepared by the 
Internat. Com. for Soc. Sci. Documentation, with the Internat. Econ. Assoc. In French and 
English. Paris: Unesco, 1959. Pp. 544. $9.50. 

The international flow of private capital, 1956-58. UN pub., sales no.: 59.11.D.2. New York: 
Columbia Univ. Press, 1959. Pp. 107. 75¢. 

International trade, 1957-58. The contracting parties to the General Agreement on Tariffs 
and Trade. Sales no: GATT/1959-3. New York: Columbia Univ. Press, 1959. Pp. 318. $2. 

Mutual Security Act of 1959. Hearings before the House Committee on Foreign Affairs, 
86th Cong., ist sess. Pt. 8, May 14-21, 1959. Washington: Supt. Docs., 1959. Pp. 148. 

Mutual Security Act of 1959. Hearings before the Senate Committee on Foreign Relations, 
86th Cong., 1st sess. Pt. 1, April-May 14, 1959. Also Report of the Senate Committee on 
Foreign Relations together with minority views. Washington: Supt. Docs., 1959. Pp. 650; 


nies des Zahlungsbilanz-Ausgleichs. Berlin: Duncker & Humblot, 1959. DM 12.80. 

Profit sanctuaries and how they are used. 1959 ed. New York: Business Internat., 1959. 
Pp. 72. $24. 

Retail price comparisons for international salary determination. Stat. papers, ser. M., no. 
14, Add. 2. UN pub. no. 59. XVII. 4. New York: Columbia Univ. Pres, 1959. Pp. 33. 30¢. 

United States aid operations in Laos. Hearings before a Subcommittee of the House Com- 
mittee on Government Operations, 86th Cong., ist sess, March, April, May and June 
1959. Washington: Supt. Docs,, 1959. Pp. 984. 

US. a aid: its purposes, scope, administration, and related information. Prepared by 
Legis. Ref. Service, Library of Congress. Washington: Supt. Docs., 1959. Pp. 117. 

World economic survey, 1958. U.N. Dept. Econ. and Soc. Affairs; U.N. pub. no.: 
59.II.C.1. New York: Columbia Univ. Press, 1959. Pp. xv, 298. $3. 

Yearbook of national accounts statistics, 1958. In English and French. U.N. pub. no.: 
59.XVII.3. New York: Columbia Univ. Press, 1959. Pp. xxiv, 257. $2. 


Business Finance; Investment and Security Markets; Insurance 

Amar, A., Borreux, M., Brocuter, H., Coarmont, C. anp Darcenton, P. L’entreprise et 
les problémes de l’investissement. Paris: Dalloz, 1959. Pp. 218. 1.000 fr. 

Burtcuett, F. anp Hecxs, C. M. Corporation finance. 3rd ed. Lincoln, Neb.: Johnsen 
Pub. Co., 1959. Pp. 712. 

Huesner, S. S. The economics of life insurance; human life values: their financial organi- 
zation, management, and liquidation. 3rd ed. New York: Appleton-Century-Crofts, 1959. 
Pp. xvii, 250. $4. 

Masse, P. Le choix des investissements. Critéres et méthodes. Paris: Dunod, 1959. Pp. 506. 
4.900 fr. 

McGru1, D. M. Life insurance. Homewood, IIl.: Irwin, 1959. Pp. xxi, 847. $7.50. 

SEC legislation. Hearings before a Subcommittee of the Senate Committee on Banking and 
Currency, 86th Cong., 1st sess., June 1959. Washington: Supt. Docs., 1959. Pp. 640. 

Sur, E. L. Common stocks and business cycles. A practical analysis of the basic causes 
and patterns of cyclical behavior in economic series. New York: William-Frederick, 1959. 
Pp. 226. $10. 

Street, D. M. Railroad equipment financing. New York: Columbia Univ. Press, 1959. 
Pp. viii, 157. $6. 
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Bennet, C. L. Defining the manager’s job, the AMA manual of position descriptions. New 
York: Am. Management Assoc., 1958. Pp. 446. 

Cuanoier, M. K. anv Saytes, L. R. Contracting-out; a study of management decision- 
making. New York: Grad. Sch. Bus., Columbia Univ., 1959. Pp. 40. $1. 

Coreman, R. W. Bureaus of business and economic research: a survey of objectives. In- 
diana bus. info. bull. no. 32. Bloomington: Bur. Bus. Research, Indiana Univ., 1959. 
Pp. 21. 60¢. 

Dantetts, L. M. Studies in enterprise, 1958. A selected bibliography of American and 
Canadian company histories and biographies of businessmen. Reprinted from Business 
History Review, summer 1959, Cambridge: Harvard Grad. Sch. Bus. Adm., Baker Lib., 
1959. Pp. 20. $1. 

Greene, J. R. anp Sisson, R. L. Dynamic management decision games including seven 
noncomputer games. New York: Wiley; London: Chapman & Hall, 1959. Pp. 83. $2.95. 

HarTMAnn, H. Authority and organization in German management. Princeton: Princeton 
Univ. Press, 1959. Pp. xvi, 318. $6. 

Linven, F. The business of department stores. Tech. paper no. 7. New York: Nat. Indus. 
Conf. Board, 1959. Pp. 47. $2. 

Mason, P., Davipson, S. anp ScHinpuer, J. S. Fundamentals of accounting. 4th ed. New 
York: Henry Holt, 1959. Pp. xi, 910. $7.50. 

Quinn, J. B. Yardsticks for industrial research—the evaluation of research and development 
output. New York: Ronald Press, 1959. Pp. vii, 224. $6.50. 

RUESCHENPOEHLER, H. Der Standort industrieller Unternehmungen als betriebswirtschaft- 
liches Problem. Versuch einer betriebswirtschaftlichen Standortlehre. Berlin: Duncker & 
Humblot, 1958. DM 18. 

Sermer, S. J. Suggestion plans in American industry—the role of the foreman. Syracuse: 
Syracuse Univ. Press, 1959. Pp. xiii, 161. $3. 

Wittman, W. Unternehmung und unvollkommene Information. Koeln and Opladen: 
Westdeutscher Verlag, 1959. DM 26. 

Automobile dealers territorial legislation. Hearings before the Subcommittee on Automobile 
Marketing Practices of the Senate Committee on Interstate and Foreign Commerce, 
86th Cong., 1st sess., relative to the distribution of automobiles in interstate commerce, 
June 22 and 23, 1959. Washington: Supt. Docs., 1959. Pp. 193. 

Dual distribution in the automotive tire industry—1959. Hearings before a Subcommittee of 
the Senate Committee on Small Business, 86th Cong., 1st sess., June 17, 18, and 19, 
1959, Pt. 1. Washington: Supt. Docs., 1959. Pp. 372. 

The economic implications of automation in Europe. Econ. Comm. for Europe. U.N. pub. 
no.: 59.II.E/Mim. 8. New York: Columbia Univ. Press, 1959. Pp. 65. 50¢. 


Industrial Organization; Government and Business; Industry Studies 
Barn, J. S. Industrial organization. New York: John Wiley, 1959. Pp. xviii, 643. $9.25. 
CapronnieR, F. La crise de l'industrie contonniére francaise. Paris: Génin, 1958. Pp. 432. 
2.400 fr. 

Cox, C. B. anp Puerson, V. W. The competitive potential of the U.S. cotton industry. 
Boston: Grad. School Bus. Admin., Harvard Univ., 1959. Pp. 201. 

Detion, A. G. L’état et les entreprises publiques. Paris: Sirey, 1958. Pp. 199. 1.200 fr. 

Durriev, Y. La prévision économique en matiére d’électricité pour la France. Paris: Génin, 
1958. Pp. 240. 2.000 fr. 

Grirrin, J. I. The port of New York. Inst. of N.Y. Area Stud., monogr. no. 3. New York: 
City College Press, 1959. Pp. xii, 154. $5. 

Hertie, F. Standortprobleme der amerikanischen Eisen- und Stahlindustrie. Veroffent- 
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lichungen der List-Gesellschaft Band 12. Tuebingen: J. C. B. Mohr (Paul Siebeck), 1959. 
Pp. xiii, 126. DM 15. 

Kuenne, K. Funktionsfaehige Konkurrenz. Berlin: Duncker & Humblot, 1958. DM 26. 

LatHam, E. The politics of railroad coordination, 1933-1936. Cambridge: Harvard Univ. 
Press, 1959. Pp. x, 338. $6.50. 

Leperer, J. J. L. Capitalismo mondiale e cartelli tedeschi, tra le due guerre. Turin: G. 
Einaudi, 1959. Pp. xviii, 400. L. 2.500. 

LinpaHt, M. L. anp Carter, W. A. Corporate concentration and public policy. 3rd ed. 
New York: Prentice-Hall, 1959. Pp. vi, 698. $8. 

Linpman, B. H. A highway taxation cost-benefit analysis. Spec. rept. no. 35. Washington: 
Nat. Research Council, 1958. Pp. 25. 

LorscHer, S. M. Imperfect collusion in the cement industry. Cambridge: Harvard Univ. 
Press, 1959. Pp. vi, 331. $7. 

Maver, L. Kartelle, Kartellorganisation und Kartellpolitik. Wiesbaden: Betriebswirtschaft- 
licher Verlag Dr. Th. Gabler, 1959. DM 19.90. 

Orr, A. E. Marktform und Verhaltensweise. Stuttgart: Gustav Fischer, 1959. DM 26. 

Savace, C. I. An economic history of transport. London: Hutchinson, 1959. Pp. 216. 18s. 

SicswortH, E. M. Black Dyke mills. A history, with introductory chapters on the develop- 
ment of the worsted industry in the nineteenth century. Liverpool: Liverpool Univ. Press, 
1958. Pp. xvii, 385. 35s. 

Tyzout, R. A. Atomic power and energy resource planning. Monogr. no. 94. Columbus: 
Bur. Bus. Research, Ohio State Univ., 1959. Pp. 98. $2. 

Werner, J. Wirtschaftsverbaende in der Marktwirtschaft. Zurich: Polygraphischer, 1957. 
Pp. xii, 230. 22.80 sw.fr. 

Wriamson, H. F., Daum, A. R. anp oTHERS. The American petroleum industry. The age 
of illumination 1859-1899. Evanston: Northwestern Univ. Press, 1959. Pp. xvi, 864. $7.50. 

Administered prices. Hearings before the Subcommittee on Antitrust and Monopoly, 
Senate Committee on the Judiciary, 86th Cong., 1st sess. Pt. 8, 1958 steel price increase. 
Pt. 9, Administered price inflation: alternative public policies. Washington: Supt. Docs., 
1959, 

Bollettino bibliografico, 1958. Libri-periodici e quotidiani segnalazioni bibliografiche sull’- 
automobolisimo e sui trasporti. Rome: Automobile Club of Italy, 1959. Pp. ix, 428. 
L. 5.000. 

Distributions pursuant to orders enforcing the antitrust laws. Hearings before the Senate 
Committee on Finance, 86th Cong., 1st sess., May 26, 27, 1959. Washington: Supt. Docs., 
1959. Pp. 399. 

Federal power marketing problems. Hearings before the Senate Committee on Interior 
and Insular Affairs, 86th Cong., 1st sess., Feb. 13, 14, 16 Mar. 5, 1959. Washington : Supt. 
Docs., 1959. Pp. 328. 

Functional discounts. Hearings before the Antitrust Subcommittee of the House Com- 
mittee on the Judiciary, 86th Cong., ist sess., June 25, 26, 1959. Washington: Supt. 
Docs., 1959. Pp. 169. 

Investigation of regulatory commissions and agencies. Hearings before a Subcommittee of 
the House Committee on Interstate and Foreign Commerce, 85th Cong., 2nd sess., Pt. 7, 
Apr. 23, 24, May 13, 14, 1958. Washington: Supt. Docs., 1959. Pp. 436. 

Organization and operation of the Small Business Administration. Hearings before Sub- 
committee no. 1 of the House Select Committee on Small Business, 86th Cong., Ist 
sess., Pt. 1, May 11, 13, 1959. Washington: Supt. Docs., 1959. Pp. 244. 

Review of operations of Federal Maritime Board and Maritime Administration. Hearing 
before the House Committee on Merchant Marine and Fisheries, 86th Cong., 1st sess., 
Mar. 20, 1959. Washington: Supt. Docs., 1959. Pp. 58. 


Selected materials on federal-state cooperation in the atomic energy field. Compiled for 
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the Joint Committee on Atomic Energy, Mar. 1959, 86th Cong., 1st sess. Washington: 
Supt. Docs., 1959. Pp. 520. 

Small Business Administration—1959. Hearing before the Senate Select Committee on Small 
Business, 86th Cong., 1st sess. Review of current programs and activities of the Small 
Business Administration, June 3, 1959. Washington: Supt. Docs., 1959. Pp. 71. 

Small business amendments of 1959. Hearings before a Subcommittee of the Senate Com- 
mittee on Banking and Currency, 86th Cong., 1st sess., June and July 1959. Washington: 
Supt. Docs., 1959. Pp. 690. 


Taxation of exchanges and distributions pursuant to antitrust decrees. Hearings before the - 


House Committee on Ways and Means, 86th Cong., 1st sess., July 20-21, 1959. Washing- 
ton: Supt. Docs., 1959. Pp. 100. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


C. J. Principles of fisheries development. Amsterdam: North-Holland, 1959. 
Pp. xvi, 677. $12. 

Cuaxrapartty, S. Housing conditions in Calcutta. Calcutta Univ., Socio-econ. Survey Sec., 
monogr. no. 1. Calcutta: Bookland Private, Ltd., 1959. Pp. ii, 59. 5 Rs. 

Dore, R. P. Land reform in Japan. London: Oxford Univ. Press, for Royal Inst. Internat. 
Affairs, 1959. Pp. xvii, 510. 55s. 

Garrison, W. L., Berry, B. J. L. anp orHeErs. Studies of highway development and geo- 
graphic change. Seattle: Washington Univ. Press, 1959. Pp. xvi, 291. $7.50. 

Leaco, R. H. ann Svoc, R. S. The administration of interstate compacts. Baton Rouge: 
Louisiana State Univ. Press, 1959. Pp. 256. 

Lupwic, M. Internationale Rohstoffpolitik. Zurich: Polygraphischer, 1957. Pp. 127. 18.80 
sw.fr. 

Menoras, H. Les paysans et la modernisation de l’agriculture. Paris: Edit. C.N.R.S., 1958. 
1.200 fr. 

Owen, J. P. ann Zincter, E. K. The determination of economic feasibility of multiple- 
purpose dams. Stud. bus. and econ. no. 5. Houston: Bur. Bus. and Econ. Research, Univ. 
Houston, 1958. Pp. 99. . 

Scumitr, G. Die Handels- und Verarbeitungsspannen bei Nahrungsmitteln; eine Auswer- 
tung amerikanischer Untersuchungen. Berichte ueber Landwirtschaft, n.s. no. 171. Ham- 
burg and Berlin: Paul Parey, 1959. Pp. 172. DM 15.50. 

Tysout, R. A. Atomic power and energy resource planning. Monogr. no. 94. Columbus: 
Bur. Bus. Research, Ohio State Univ., 1958. Pp. 98. 

ZivnusKA, J. A. Private forestry in Norway—a case study in small woodland management 
and policy. Forest sci. monogr. no. 1. Washington: Soc. Am. Foresters, 1959. Pp. 49. $1. 

Agricultural economics research in Asia and the Far East. Prepared by ECAFE/FAO Agric. 
Div. U.N. pub. no.: 58.I.F.4. New York: Columbia Univ. Press, 1959. Pp. vii, 100. 75¢. 

Coal research. Hearing before the Subcommittee on Minerals, Materials, and Fuels of the 
Senate Committee on Interior and Insular Affairs, 86th Cong., 1st sess., June 10, 1959. 
Washington: Supt. Docs., 1959. Pp. 70. 

Depressed domestic mining and mineral industries, Hearings before the Subcommittee on 
Mines and Mining of the House Committee on Interior and Insular Affairs, 86th Cong., 
1st sess., June and July 1959. Washington: Supt. Docs., 1959. Pp. 452. 

Economic aspects of Soviet agriculture; report of a technical study group. Washington: 
Supt. Docs., 1959. Pp. 78. 

Ends and means of modern management, guides for top management planning and action. 
New York: Am. Management Assoc, 1959. Pp. 158. 

Increased industrial uses of agricultural commodities. Hearings before the Subcommittee on 
Research and Extension of the House Committee on Agriculture, 86th Cong., 1st sess., 
Feb., Mar. and Apr. 1959, Washington: Supt. Docs., 1959. p. 302. 
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Supplement to Bibliography on land tenure—Supplement 4 la Bibliographie des regimes 
fonciers—Supplemento a la Bibliografia sobre tenencia de la tierra. New York: Columbia 
Univ. Press, for FAO, 1959, Pp. xx, 282. $2.50. 

The world’s metropolitan areas. By Internat. Urban Research, Inst. Internat. Stud. 
Berkeley: Univ. California Press, 1959. Pp. vii, 115. $3. 

The present monograph is the first result of a more extended research program with 
regard to urbanization throughout the world. “It provides, for the benefit of urban scholars, 
a list of the world’s metropolitan areas of more than 100,000 inhabitants, classified by con- 
tinent and country, showing the population of each area.” 


Labor Economics 


BarsasH, J. Unions and union leadership; their human meaning. New York: Harper, 1959. 
Pp. xx, 348. $6.; text ed., $4.50. 

Baum, S. anp Comps, J. W., Jr. The labor force of the Soviet Zone of Germany and 
the Soviet Sector of Berlin. U.S. Census Bur., Internat. population repts., ser. P-90, no. 
11. Washington: Supt. Docs., 1959. Pp. ii, 30. 25¢ 

Brennan, W. Wage administration; plans, practices and principles. Homewood, Ill. : Irwin, 
1959. Pp. 439. 

Dresorp, J. Automation: its impact on business and labor. Planning pamph. no. 106. Wash- 
ington: Nat. Planning Assoc., 1959. Pp. 64. 

Larrowe, C. P. Maritime labor relations on the Great Lakes. East Lansing: Lab. and 
Indus. Rel. Center, Michigan State Univ., 1959. $1.50. 

Pounp, R. Labor unions and the concept of public service. Washington: Am. Enterprise 
Assoc., 1959. Pp. viii, 63. $1. 

Pruvenskiy, G. A. Voprosy truda v SSSR. (Problems of labor in the USSR.) Moscow: 
Gospolitizdat, 1958. Pp. 406. 

Scunewer, V. Industrial relations in the West Coast maritime industry. Berkeley: Inst. 
Indus. Rel., Univ. California, 1958. Pp. 83. 

Stockton, R. S. Wage policies and wage surveys. A study of practices in Ohio manufac- 
turing. Monogr. no. 95. Columbus: Bur. Bus. Research, Ohio State Univ., 1959. Pp. xxv, 
301. $5. 

Wack, R. Kollecktivverhandlungen in den USA. Zur Theorie der Vertragsverhandlungen im 
institutionellen Arbeitsmarkt. Staatswissenschaftliche Stud., ns. 37. Zurich: Poly- 
graphischer, 1959. Pp. 103. 12.50 sw-fr. 

American labor’s role in less developed countries. A report on a conference held at Cornell 
University, Oct. 12-17, 1958. Ithaca: N.Y. State Sch. Ind. Lab. Rel., Cornell Univ., 1959. 
Pp. vi, 70. Free on request. 

Case study on audit of a self-administered union-industry welfare fund. New York: Am. 
Inst. of C.P.A., 1959. Pp. 24. 

Factory workers’ earnings, May 1958. BLS bull. no. 1252. Washington: Supt. Docs., 1959. 
Pp. 63. 

The International Metalworkers’ Federation. An international labor study by Dept. of 
Labor, Office Internat. Affairs. Washington: Supt. Docs., 1959. Pp. vii, 192. 55¢ 

Labor management reform legislation. Hearings before a joint subcommittee of the House 
Committee on Education and Labor, 86th Cong., 1st sess. Pt. 3, Apr. 28-May 21, 1959. 
Pt. 5, Washington, June 4-10, 1959; Los Angeles, May 28-29, 1959. Washington: Supt. 
Docs., 1959. Pp. 907. 

Labour costs in European industry. Geneva: Internat. Lab. Off., 1959. Pp. vii, 170. $1.25. 

Preparing for collective bargaining. Stud. in personal policy no. 172. New York: Nat. 
Indus. Conf. Board, 1959. Pp. 160. $5. 

Reduction of hours of work. Internat. Lab. Conf. 44th sess., rept. VII (1). Geneva: 

Internat. Lab. Off., 1959. Pp. 65. 60¢. 
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State migratory labor committees—their organization and programs. Washington: Supt. 
Docs., 1959. Pp. 74. 

State minimum-wage law and order provisions affecting working conditions, July 1, 1942, 
to Apr. 1, 1959. Washington: Supt. Docs., 1959. Pp. 141, Women’s Bur. Bul. 269. 

To amend the Fair Labor Standards Act. Hearings before the Subcommittee on Labor of 
the Senate Committee on Labor and Public Welfare, 86th Cong., 1st sess., May 7, 8, 
11-15, 19, 26, June 4, 1959. Washington: Supt. Docs., 1959. Pp. 1262. 

The unemployed, spring 1959. Washington: Bureau of Employment Security, 1959. Pp. 39. 

Workers’ housing. Internat. Lab. Conf., 44th sess., Rept. VIII (1). Geneva: Internat. Lab. 
Off., 1959. Pp. 84. 75¢. 


Population; Welfare Programs; Standards of Living 

Bocve, D. J. The population of the United States. With special chapter on fertility by 
W. H. Grabill. Glencoe, Ill.: Free Press, 1959. Pp. xix, 873. $17.50. 

Hauser, P. M. ann Duncan, O. D., ed. The study of population; an inventory and 
appraisal. Chicago: Univ. Chicago Press, 1959. Pp. 864. 

Mattuus, T. R. Population: the first essay. Ann Arbor paperback. Ann Arbor: Univ. 
Michigan Press, 1959. Pp. xix, 139. $1.75. 

Sauvy, A. La nature sociale. Paris: R. Colin, 1959. 

, La population. 5th ed. Paris: Presses Univ. France, 1959. Pp. 128. 200 fr. 

SELVARATNAM, S. Population projections for Ceylon, 1956-1981. Report prepared at the 
Demographic Training and Research Centre, Chembur, Bombay. Colombo, Ceylon: 
National Planning Council, 1959. Pp. 57. 

SunpruM, R. M. assistep By V. R. Rao anp S. SELvARATNAM. Manpower resources of 
Ceylon, 1956-1981. A report prepared at the Demographic Training and Research Centre, 
Chembur, Bombay. Colombo, Ceylon: Planning Secretariat, National Planning Council, 
1959. Pp. 34. Rs 1.40. 

Cost and fiancing of health care for the aged. Selec. ref. no. 89. Princeton: Indus. Rel. 
Sec., Princeton Univ., 1959. Pp. 8. 

The cost of medical care. Geneva: Internat. Lab. Off., 1959. Pp. ix, 216. $1.50. 

How American buying habits change. Prepared by members of staff Bur. Lab. Stat., Dept. 
Labor. Washington: Supt. Docs., 1959. Pp. xiv, 253. $1. 

Institute for Social Gerontology, Univ. Michigan, Ser. of syllabi in soc. gerontology, edited 
by I. L. Webber. 

1. Franke, W. H. and Wilcock, R. C., The economics of an aging population. Pp x, 57. 
2. Kuhlen, R. G. and Morris, W. W., The psychological aspects of aging. Pp. vii, 30. 

3. Webber, I. L. and Streib, G. F., The sociology of aging and the aged. Pp. viii, 35. 

4. Aldridge, G. J. and Fauri, F. F., Social welfare and the aged. Pp. viii, 51. 

5. Neugarten, B. L., Havighurst, R. J., and Ryder, C. F., An interdisciplinary course 

in social gerontology. Pp. viii, 31. 

Copies of the above syllabi are 15¢ each or 50¢ per set. 


Related Disciplines 


Bertin, I. Karl Marx—his life and environment. 2nd ed. New York: Oxford Univ. Press, 
1959, Pp. 280. $1.50. 

Boyarskiy, A. Ya. Matematika dlya ekonomistov. (Mathematics for economists.) Mos- 
cow: Gosstatizdat, 1957. Pp. 367. 

Grorce, F. H. Automation, cybernetics and society. New York: Philos. Lib., 1959. Pp. 283. 
Part I is concerned with the social background of automation, and includes a chapter 

on the nature of science. Part II examines the relation between cybernetics (the study of 

control and communications systems) and automation. Part III considers operational 

research and automation. 
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Gusavp, G. T. What is cybernetics? Transl. by V. MacKay. New York: Criterion, 1959. 
Pp. viii, 124. $3.50. 

Hosext1z, B. F., ed. A readers guide to the social sciences. Glencoe, Ill.: Free Press, 1959. 
Pp. 256. $6; $2.95, paper. 

Setxitiz, C., Janopa, M., DevtscH, M. anp Coox, S. W. Research methods in social 
relations. Rev. 1-vol. ed. New York: Henry Holt, 1959. Pp. xvi, 622. $5.50. 

Teap, O. Administration: its purpose and performance. New York: Harper, 1959. Pp. ix, 
79. $2.50. 

TxHomeson, A. W. Gateway to the social sciences. Rev. ed. New York: Henry Holt, 1959. 
Pp. x, 389. $3.25. 

Wuittark, F. L. Introduction to the lakes—an introduction to the great lakes and St. 
Lawrence seaway. New York: Greenwich, 1959. Pp. 256. $3.95. 

Wuitney, D. R. Elements of mathematical statistics. Prelim. ed. New York: Dryden Press, 
1959. Pp. vii, 136. $4.75. 

Fellowships in the arts and sciences, 1959-60. 2nd ed. Directory pub. under auspices of 
Assoc. Am. Colleges. Madison: Fellowships in Arts and Sci., Univ. Wisconsin, 1959. $3.75. 

Die Hochschullehrer der Wirtschaftswissenschaften in der Bundersrepublik Deutschland 
einschl. Westberlin, Oesterreich und der deutschsprachigen Schweiz. Berlin: Duncker & 
Humblot, 1959. DM 48. 
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PERIODICALS 
al General Economics; Methodology 


Brems, H. anp Fruts, H. Frederik Zeuthen. 9. September 1888-24. Feb. 1959. Nationalgk. 

x, Tids., 1959, 97 (1-2), pp. 1-18. 

Jancauskas, R. The concept of social justice: some current applications. Rev. Soc. Econ., 

. Mar. 1959, pp. 34-50. 

Jonas, F. Was heisst Skonomische Theorie? Uber die Methodik des modernen Denkens. 

t. Schmollers Jahrb., 1959, 79 (4), pp. 1-24. 

' Oxsen, E. Interessegrupperne og den gkonomiske politik. Nationalgk. Tids., 1959, 97 (1-2), 

pp. 23-34. 

Ricossa, S. L’economia matematica qualitativa (metodologia economica e pratica azien- 
dale). Giorn. d. Econ., Nov.-Dec. 1958, pp. 595-611. 

Scnetimnc, T. C. For the abandonment of symmetry in game theory. Rev. Econ. Stat., 
Aug. 1959, pp. 213-24. 

Svenpsen, K. E. Fortegnelse over Professor Zeuthens skrifter. Nationalgk. Tids., 1959, 97 
(1-2), pp. 19-22. 

Vittey, D. Prolégoménes 4 |’enseignement de la philosophie économique. Rev. d’Econ. Pol., 
May-June 1959, pp. 362-414. 

von Nett-Breuninc, O. Wirtschaftswissenschaft in politischer Verantwortung. Zeitschr. f. 
die ges. Staatswiss., 1959, 115 (3), pp. 389-402. 

Wenpicen, W. Primat der Wirtschaft? Schmollers Jahrb., 1959, 79 (1), pp. 13-28. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
Arnot, H. Ausbeutung und Marktform. Kurvenverschiebungen bei Veranderung des “Oko- 
nomischen Freiheitsgrades.” Zeitschr. f. die ges. Staatswiss., 1950, 115 (2), pp. 193-228. 


Bixey, W. J. The better judgement hypothesis: an approach to consumer analysis. Rev. 
Soc. Econ., Mar. 1959, pp. 61-73. 


Bopxin, R. Windfall income and consumption. Am. Econ. Rev., Sept. 1959, pp. 602-14. 
| Boucuarp, M. L’oligopole. Can. Jour. Econ. Pol. Sci., Aug. 1959, pp. 300-12. 


| Brecet, E. Contemporary bourgeois and reformist theories of inflation. Prob. Econ., Aug. 
1959, pp. 51-58. 


Brennan, M. J. A model of seasonal inventories. Econometrica, Apr. 1959, pp. 228-44. 


Desrev, G. Cardinal utility for even-chance mixtures of pairs of sure prospects. Rev. Econ. 
Stud., June 1959, pp. 174-77. 


DorrmMan, R. Waiting and the period of production. Quart. Jour. Econ., Aug. 1959, pp. 


351-72. 

Epwarps, E. O. Classical and Keynesian employment theories. Quart. Jour. Econ., Aug. 
| 1959, pp. 407-28. 
Farrett, M. J. The convexity assumption in the theory of competitive markets. Jour. Pol. 

Econ., Aug. 1959, pp. 377-91. . 
Friscu, R. A complete scheme for computing all direct and cross demand elasticities in a 
model with many sectors. Econometrica, Apr. 1959, pp. 177-96. eS 
| Giacatone-Monaco, T. L’inevitabile, dignitosa rottura fra Pareto e Walras. (With English Ee 

summary.) Riv. Internaz. di Sci. Econ. e Com., Aug. 1959, pp. 738-54. ie 
| —.. Pareto e l’economia pura. Riv. Internaz. d Sci. Econ. e Com., June 1959, pp. te 
533-61. 
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Gorman, W. M. Are social indifference curves convex? Quart. Jour. Econ., Aug. 195°, pp. 
485-96. 

Gortiies, M. The ideological influence in Schumpeter’s thought. Zeitschr. f. Nationalék, 
1959, 19 (1-2), pp. 1-42. 

Giiticner, H. Gesamtwirtschaftliche Optimierung von Transportbeziehungen unter Ver- 
wendung linearer Verteilungsmodelle. Zeitschr. f. die ges. Staatswiss., 1959, 115 (2), pp. 
254-70. 

Harinc, J. E. anp Smitu, G. C. Utility theory, decision theory, and profit maximization. 
Am. Econ. Rev., Sept. 1959, pp. 566-83. 

Hicxman, B. G. Diffusion, acceleration, and business cycles. Am. Econ. Rev., Sept. 1959, 
pp. 535-65. 

Hicks, J. R. A “value and capital” growth model. Rev. Econ. Stud., June 1959, pp. 159-73. 

Hrrcuuncs, G. P. Is this a new type inflation? Am. Stat. Assoc.: Proc. Soc. Stat. Section, 
1958, pp. 184-97. 

Hoctunp, B. Jamviktsanalys, aktivitetsanalys och input-output. (Equilibrium and activity 
analysis and input-output.) Ekon. Tids., June 1959, pp. 82-113. 

Ivencar, N. S. anp Moortuy, S. K. On some economic models for India. Arthaniti, May 
1959, pp. 161-72. ; 

JoxHanseEN, L. Substitution versus fixed production coefficients in the theory of economic 
growth: a synthesis. Econometrica, Apr. 1959, pp. 157-76. 

Krette, W. Grundlinien einer stochastischen Konjunkturtheorie. Zeitschr. f. die ges. 
Staatswiss., 1959, 115 (3), pp. 472-94. 

Mack, R. P. Inflation and quasi-elective changes in costs. Rev. Econ. Stat., Aug. 1959, pp. 
225-31. 

Matinvaup, E. Programmes d’expansion et taux d’intérét. Econometrica, Apr. 1959, pp. 
215-27. 

Mavnes, E. S. The relationship between tangible investment and consumer saving. Rev. 
Econ. Stat., Aug. 1959, pp. 287-94. 

Muxueryjee, B. N. The capital-output ratio in Indian manufacturing industries: 1946-1955. 
Arthaniti, May 1959, pp. 153-60. 

Netswancer, W. A. anp Yancey, T. A. Parameter estimates and autonomous growth. Jour. 
Am. Stat. Assoc., June 1959, pp. 389-402. 

Nicorai, A. La désépargne. Rev. Econ., July 1959, pp. 518-48. 

Oxtpax, P. Modern capitalist theories of the economic cycle. Prob. Econ., June 1959, pp. 
58-63. 

Paunio, J. J. Talousteoria ja talouspolitiikka. (With English summary.) Kansantaloudel- 
linen Aikauskirja, 1959, 2, pp. 129-34. 

Porter, R. L. The “new inflation”—the theory and problems of cost-push price rises. Rev. 
Soc. Econ., Mar. 1959, pp. 51-60. 

Ruopes, V. J. The variability of consumer preferences. Jour. Farm. Econ., Aug. 1959, pp. 
519-27. 

SAVERMANN, H. anv Sexten, R. Ein Oligopolexperiment. Zeitschr. f. die ges. Staatswiss., 
1959, 115 (3), pp. 427-71. 

Scuwartzman, D. The effect of monopoly on price. Jour. Pol. Econ., Aug. 1959, pp. 
352-62. 

Srrott1, V. L’equilibrio generale della produzione e l’ipotesi della “libera entrata.” (With 
English summary.) Econ. Internaz., May 1959, pp. 221-36. 

Srreisster, E. Die volkswirtschaftliche Produktionsfunktion in dynamischer Betrachtung. 
Zeitschr. f. Nationalék., 1959, 19 (1-2), pp. 86-162. 

VAN DE Woest1jNnE, W. J. Een duopoliespel. De Economist, July-Aug. 1959, pp. 497-528. 

Vanek, J. An afterthought on the “real cost—opportunity cost” dispute and some aspects 
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of general equilibrium under conditions of variable factor supplies. Rev. Econ. Stud., 
June 1959, pp. 198-208. 

Vert, O. Wirkungsfelder des Zinses. Zeitschr. f. die ges. Staatswiss., 1959, 115 (3), pp. 495- 
513. 

Vurta, P. Tulonjakopolitiikan keinot ja tuottavuus. (With English summary.) Kansan- 
taloudellinen Aikauskirja, 1959, 2, pp. 95-110. 

Wacner, H. M. The case for “revealed preference.” Rev. Econ. Stud., June 1959, pp. 
178-89. 

Wessets, T. Bemerkungen zum Begriff des Monopolmissbrauchs. Zeitschr. f. dies ges. 
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pp. 29-42. 

Kirpatricx, C. Khrushchev’s economic offensive. Virginia Quart. Rev., Summer 1959, 
pp. 368-78. 

Krnpesercer, C. P. United States economic foreign policy: research requirements for 
1965. World Pol., July 1959, pp. 588-613. 

Kirscuen, E. S. anp assoc. La estructura de la Economia europea en 1959. De Economia, 
May-June 1959, pp. 545-63. 

Kretnin, M. E. European integration and American trade. Am. Econ. Rev., Sept. 1959, 
pp. 615-27. 

Kune, E. Der Ausgleich der Zahlungsbilanz als Voraussetzung der wirtschaftlichen Integra- 
tion. Aussenwirtschaft, Mar.-June 1959, pp. 61-68. 

Lancuetin, P. Les problémes tarifaires que pose l’intégration économique de I’Europe. 
Aussenwirtschaft, Mar.-June 1959, pp. 31-46. 

Lassuprie-DucHéne, M. Déséquilibre extérieur et contréle de l’activité intérieure. Rev. 
Sci. Fin., July-Sept. 1959, pp. 357-74. 

Le Tattec, G. La concession, instrument juridique d’investissements privés étrangers. Rev. 
Sci. Fin., July-Sept. 1959, pp. 388-423. 

Metton, W. G. On the treatment of distance in international trade theory. Zeitschr. f. 
Nationalék., 1959, 19 (1-2), pp. 66-85. 

Miywnarsk1, F. The international equalization fund. Zeitschr. f. Nationalék., 1959, 19 (1-2), 
pp. 43-65. 

Patterson, G. U.S. import policy on dead center: what is its future? Anglo-Am. News, 
June 1959, pp. 17-28. 

Peterson, W. H. Proposal for a North American Common Market. Bus. Horizons, Summer 
1959, pp. 73-80. 

Rens, J. Latin America and the International Labour Organisation: forty years of col- 
laboration, 1919-1959. Internat. Lab. Rev., July 1959, pp. 1-25. 

Siruyanov, N. Brotherly collaboration and mutual assistance on the part of the socialist 
countries. Prob. Econ., July 1959, pp. 14-24. 

Sotpatr, A. Economic disintegration in Europe. For. Affairs, Oct. 1959, pp. 75-83. 

Svennitson, I. Konkurrens och vilfardsidéer i Europadiskussionen. Ekon. Samfundets Tids., 
Aug. 1959, pp. 57-68. 

Trirrin, R. Tomorrow’s convertibility: aims and means of international monetary policy. 
Banca Naz. del Lavoro Quart. Rev., June 1959, 3-72. 

Tucct, G. Gli scambi commerciali tra l’Italia e le Americhe. Mondo Aperto, June-Aug. 
1959, pp. 191-211. 

van Waaspi1yK, T. Changes in South Africa’s terms of trade, 1950-1958. So. Afr. Jour. 
Econ., June 1959, pp. 116-24. 

Watsu, C. J. U.S. economic foreign policy and the escape clause. Rev. Soc. Econ., Mar. 
1959, pp. 1-22. 

Wexttutsz, S. The European Common Market and American foreign trade and investment. 
Jour. Bus. Univ. Chicago, July 1959, pp. 244-57. 

Wru1ams, F. M. anv Eaton, E. I. Payments for labor and foreign trade. Am. Econ. Rev., 
Sept. 1959, pp. 584-601. 


Worrr, J. La devise directrice. Rev. Sci. Fin., July-Sept. 1959, pp. 424-48. 
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Yanez Perez, L. Productividad y comercio internacional. Investigacién Econ., 1959, 19 
(74), pp. 283-314. 

ZAUBERMAN, A. Economic integration: problems and prospects. Prob. Communism, July- 
Aug. 1959, pp. 23-29. 

Capital flow to ioreign countries slackens. Surv. Curr. Bus., Aug. 1959, pp. 25-32. 


Business Finance; Investment and Security Markets; Insurance 


Eutster, R. B. anp Brown, J. E. Regulated industries and the capital market. Pub. Util. 
Fort., July 1959, pp. 185-98. 

GuapacninI, R. Il mercato “organizzato” dei capitali negli Stati Uniti: medio e lungo 
termine. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., July 1959, 
pp. 678-85. 

HorrMann, W. G. Die unverteilten Gewinne der Kapitalgesellschaften in Deutschland 
1871-1957. Zeitschr. f. die ges. Staatswiss., 1959, 115 (2), pp. 271-91. 

Mourpay, A. P. anp Netter, C. H. Small Business Investment act of 1958. Fed. Bar Jour., 
Apr. 1959, pp. 162-84. 

Sacerpot1, P. L’assicurazione dei rischi nel commercio internazionale. Riv. Internaz. di Sci. 
Econ. e Com., June 1959, pp. 501-20. 

Sassaro, G. Le previsioni aziendali. La costituzione in sistema delle previsioni aziendali in 
forme diverse da quelle del bilancio preventivo. Riv. Internaz. di Sci. Econ. e Com., 
June 1959, pp. 562-72. 

Woops, I. R. Capitalization issues. So. Afr. Jour. Econ., fune 1959, pp. 125-36. 

The cost of capital, corporation finance, and the theory of investment: comment by J. R. 
Rose: comment by D. Durand: reply by F. Modigliani, and M. H. Miller. Am. Econ. 
Rev., Sept. 1959, pp. 638-68. 


Business Organization; Managerial Economics; Marketing; Accounting 

AmoOpeo, D. L’alta dirigenza aziendale ed i suoi problemi. Studi Econ., Jan.-Apr. 1959, 
pp. 3-20. 

Biovcu, C. G. Depreciation—to measure income or to provide funds for replacement? 
N.A.A. Bull., Aug. 1959, pp. 47-55. 

Drucker, P. F. Long-range planning. Manag. Sci., Apr. 1959, pp. 238-49. 

Gravy, P. Depreciation—to measure income or to provide funds for replacement? N.A.A. 
Bull., Aug. 1959, pp. 56-63. 

Grauam, W. J. Depreciation and capital replacement in an inflationary economy. Account- 
ing Rev., July 1959, pp. 367-75. 

Green, D., Jr. anp Sorter, G. H. Accounting for obsolescence—a proposal. Accounting 
Rev., July 1959, pp. 433-41. 

Henzter, R. Markenartikel im Binnen- und Aussenhandel. Liiketaloudellinen Aikakauskirja, 
1959, 8 (2), pp. 75-86. 

Pastonest, G. AND SicNortn1, G. Orientamenti economici nella progettazione di impianti 
chimici. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., Aug 1959, 
pp. 725-37. 

Ream, N. J. Integrated communications systems for management. Systems and Pro- 
cedures, May 1959, pp. 10-17. 

Stewart, J. M. Annual report on executive compensation. Harvard Bus. Rev., Sept.-Oct. 
1959, pp. 100-10. 

Zappa, G. Nuove condizioni e circostanze dell’instabile gestione di azienda. (With English 
summary.) Risparmio, June 1959, pp. 841-66. 
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Industrial Organization; Government and Business; Industry Studies 

Aperman, M. A. Economic aspects of the Bethlehem opinion. Virginia Law Rev., June 
1959, pp. 684-96. 

Bacuke, L. B. Scueet, H. Trust- og kartellovgivningen i 15 land. Okonomi, June 
1959, pp. 5-147. 

Campsett, T. C. Rate making and the Transportation Act of 1958. Current Econ. Com- 
ment, May 1959, pp. 29-38. 

Carroz, J. International legislation on air navigation over the high seas. Jour. Air Law 
and Com., Spring 1959, pp. 158-72. 

Dasney, S. M. Antitrust consent decrees: how protective an umbrella? Yale Law Jour., 
June 1959, pp. 1391-1407. 

Cavers, D. F. Atomic power: the quest for a program. Geo. Wash. Law Rev., Apr. 1959, 
pp. 427-80. 

GarpnerR, M. C. Antitrust provisions of the Atomic Energy Act of 1954. Antitrust Bull., 
Mar.-Apr. 1959, pp. 187-200. 

Gorpstetn, E. E. The effect of foreign antitrust laws on United States business (II). 
Antitrust Bull., Mar.-Apr. 1959, pp. 201-30. 

Hart, P. The restriction of road haulage. Scot. Jour. Pol. Econ., June 1959, pp. 116-38. 

Heapy, F. The new reform movement in regulatory administration. Pub. Admin. Rev., 
Spring 1959, pp. 89-100. 

Herrman, E. S. Fair trade: origins, purposes and competitive effects. George Wash. Law 
Rev., June 1959, pp. 621-52. 

JaworskI, A. International route air navigation facilities and services—its financial aspects 
from a Canadian point of view. Jour. Air Law and Com., Spring 1959, pp. 137-57. 

K6nic, H. Konzentration und Wachstum. Zeitschr. f. die ges. Staatswiss., 1959, 115 (2), 
pp. 229-53. 

LatInng, R. L’entreprise de travaux publics devant le probléme de construction d’autoroutes. 
Annales de Sci. Econ. Appliquées, May 1959, pp. 135-81. 

Lypatt, H. F. The growth of manufacturing firms. Bull. Oxford Univ. Inst. Stat., May 
1959, pp. 85-112. 

Martin, W. H. Public policy and increased competition in the synthetic ammonia industry. 
Quart. Jour. Econ., Aug. 1959, pp. 373-92. 

Moyo Porras, E. Importancia de la industria siderirgica en México. Investigacién Econ., 
1959, 19 (74), pp. 337-64. 

Munsy, D. L. Finance of the nationalised industries. Bull. Oxford Univ. Inst. Stat., May 
1959, pp. 73-84. 

Nertove, M. On the efficiency of the coal industry. Jour. Bus. Univ. Chicago, July 1959, 
pp. 271-78. 

Oort, C. J. Optimale vervoerprijzen. Enkele kanttekeningen bij het rapport-Kapteyn over 
de codrdinatie van het Europese vervoer. De Economist, June 1959, pp. 417-57. 

Rensuaw, E. F. Atomic power: research costs and social returns. Land Econ., Aug. 1959, 
pp. 222-31. 

Scuenker, E. Federal expenditures and the St. Lawrence Seaway. Pub. Util. Fort., June 18, 
1959, pp. 901-07. 

Seman, H. Government corporation in the United States. Pub. Admin., Summer 1959, 
pp. 103-14. 

Setser, V. G. The immunities of the state and government economic activities. Law and 
Contemp. Problems, Spring 1959, pp. 291-316. 

Storret, A. W. American bilateral air transport agreements on the threshold of the jet 
transport age. Jour. Air Law and Com., Spring 1959, pp. 119-36. 

Susswa, E. Costs, productivity, and welfare problems of the local transit industry. Land 
Econ., Aug. 1959, pp. 243-54. 
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Wuson, G. W. Current criticisms of the Interstate Commerce Commission. Current Econ. 
Comment, Aug. 1959, pp. 3-16. 

. On the output unit in transportation. Land Econ., Aug. 1959, pp. 266-76. 

Wirnrow, J. R., Jr. Trade associations. Antitrust Bull., Mar.-Apr. 1959, pp. 173-86. 

Zayt%Ev, A. AND Dronov, F. Problems of material incentives in government-owned enter- 
prises. Prob. Econ., July 1959, pp. 35-40. 

Air Law—the Federal Aviation Act of 1958. Mich. Law Rev., June 1959, pp. 1214-27. 

Pricing objectives in large companies: comment by M. A. Adelman: comment by A. E. 
Kahn: reply by R. F. Lanzillotti. Am. Econ. Rev., Sept. 1959, pp. 669-86. 

“Substantially to lessen competition—” : current problems of horizontal mergers. Yale Law 
Jour., July 1959, pp. 1627-75. 


Land Economics; Agricultural Economics; Economic Geography; Housing 

Bicxet, W. Wohnungsbedarf und Wohnungsproduktion in Vergangenheit und Zukunft. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., June 1959, pp. 152-72. 

BoupEvILLE, J. L’aménagement des bassins fluviaux. Evaluation et planification des pro- 
grammes. Rev. Econ., July 1959, pp. 501-17. 

Brinecar, G. K., Baceman, K. L. anp SourHwortH, H. M. Reorientations in research in 
agricultural economics. Jour. Farm Econ., Aug. 1959, pp. 600-19. 

Brown, W. H. Are farmers more vulnerable to the price-cost squeeze? Jour. Farm Econ., 
Aug. 1959, pp. 558-68. 

Crrracy-WantruvpP, S. V. Philosophy and objectives of watershed development. Land Econ., 
Aug. 1959, pp. 211-21. 

Cortins, N. R. Changing role of price in agricultural marketing. Jour. Farm Econ., Aug. 
1959, pp. 528-34. 

Conxun, H. E. The Cornell system of economic land classification. Jour. Farm Econ., 
Aug. 1959, pp. 548-57. 

Crist, R. E. Land for the fellahin, VIII. Am. Jour. Econ. Soc., July 1959, pp. 415-28. 

Foss, P. O. The determination of grazing fees on federally-owned range lands. Jour. Farm 
Econ., Aug. 1959, pp. 535-47. 

Gistason, C. How much has the Canadian Wheat Board cost the Canadian farmers? Jour. 
Farm Econ., Aug. 1959, pp. 584-99. 

Griticnes, Z. The demand for fertilizer in 1954: an inter-state study. Jour. Am. Stat. 
Assoc., June 1959, pp. 377-84. 

GrossMANN, M. Probleme des Wohnungsbaus, vom Gesichtspunkt der Regionalplanung aus 
betrachtet. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., June 1959, pp. 193-208. 

Hatuaway, D. E. Agriculture in an unstable economy revisited. Jour. Farm Econ., Aug. 
1959, pp. 487-99. 

Henverson, J. M. The utilization of agricultural land: a theoretical and empirical inquiry. 
Rev. Econ. Stat., Aug. 1959, pp. 242-59, 

Lapeyinsky, W. Agrarian revolution in Japan. For. Affairs, Oct. 1959, pp. 95-109. 

Leacu, R. H. Status of interstate compacts today. State Gov., Spring 1959, pp. 134-39. 

McNzz, R. B. The changing relationships of economics and economic geography. Econ. 
Geog., July 1959, pp. 189-98. 

Osapxo, M. Strengthening the principle of material incentive in collective farm production. 
Prob. Econ., June 1959, pp. 46-50. 

PaRTHASARATHY, G. Agricultural price stabilisation in the context of rapid economic develop- 
ment. Indian Econ. Jour., Apr. 1959, pp. 456-65. 

Rew, M. G. Increase in rent of dwelling units from 1940-1950. Jour. Am. Stat. Assoc., 
June 1959, pp. 358-76. 

Sreser, H. Probleme der Wohnbaupolitik. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., 
June 1959, pp. 173-92. 
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Swanson, E. R. Selection of crop varieties: an illustration of game theoretic techniques. 
Riv. Internaz. di Sci. Econ. e Com., June 1959, pp. 521-32. 

Werntravs, S. Price-making in Forest Service timber sales. Am. Econ. Rev., Sept. 1959, 
pp. 628-37. 

Balance sheet of agriculture, 1959. Fed. Res. Bull., July 1959, pp. 724-31. 

Long-term leasing in urban renewal: an alternative method of municipal land disposition. 
Yale Law Jour., June 1959, pp. 1424-58. 

Repercussions of commodity price fluctuations on primary producing countries. Internat. 
Lab. Rev., June 1959, pp. 567-96. 


Labor Economics 

Anpino Ruiz, N. Notas sobre politica de salarios (el régimen legal para las mejoras 
voluntarias y los Convenios Colectivos Sindicales). Moneda y Crédito, Mar. 1959, pp. 
31-63. 

Anprews, V. L. Interests at stake in the investment of pension funds. Mo. Lab. Rev., 
July 1959, pp. 751-56. 

Barnes, S. H. The evolution of Christian trade unionism in Quebec. Indus. Lab. Rel. Rev., 
July 1959, pp. 568-81. 

Betinc, W. A. Recent developments in labor relations in Bahrayn. Middle East Jour., 
Spring 1959, pp. 156-69. 

Branx, D. M. An economist looks at the engineering shortage. Am. Stat. Assoc.: Proc. 
Soc. Stat. Section, 1958, pp. 198-99. 

Bunn, R. F. Ideology of the Federation of German Employers’ Associations. Am. Jour. 
Econ. Soc., July 1959, pp. 369-78. 

bE ScHwEINiI1z, K., Jr. Industrialization, labor controls, and democracy. Econ. Develop. 
and Cult. Change, July 1959, pp. 385-404. 

Form, W. H. Organized labor’s place in the community power structure. Indus. Lab. Rel. 
Rev., July 1959, pp. 526-39. 

Grrarp, A. anp Bastive, H. Le budget-temps de la femme mariée 4 la campagne. Popula- 
tion, Apr.-June 1959, pp. 253-84. 

Gorpon, D. C. Schism in Australian labor. Pol. Sci. Quart., Sept. 1959, pp. 372-92. 

Hauser, P. M. On obtaining an answer to the question “Is there a shortage of scientific 
and engineering manpower?” Am. Stat. Assoc.: Proc. Soc. Stat. Section, 1958, pp. 208-14. 

Hentz, P. Is labor the culprit? Am. Stat. Assoc.: Proc. Soc. Stat. Section, 1958, pp. 174-83. 

Hertrny, A. J. A review of work stoppages during 1958. Mo. Lab. Rev., June 1959, 
pp. 637-41. 

Houman, E. P. Off-duty welfare services and facilities for merchant seamen. Internat. Lab. 
Rev., Aug. 1959, pp. 129-49. 

Krxucnt, I. Industrial relations in Japan. Internat. Lab. Rev., Aug. 1959, pp. 150-72. 

Knowtzs, K. G. J. C. anp WinsTEN, C. B. Can the level of unemployment explain changes 
in wages? Bull. Oxford Univ. Inst. Stat., May 1959, pp. 113-20. 

Koroprusetz, W. W. Vesting provisions in pension plans. Mo. Lab. Rev., July 1959, 
pp. 743-50. 

Kuan, A. Toward an integration of wage theory. So. Econ. Jour., July 1959, pp. 13-20. 

Lesercott, S. Long-term factors in labor mobility and unemployment. Mo. Lab. Rev., 
Aug. 1959, pp. 876-81. 

Leumann, J. T., Hermans, J. P., Carton pe Licutsver, D. Une expérience d’évaluation 
des fonctions de cadre. Annales de Sci. Econ. Appliquées, July 1959, pp. 241-97. 

Levin, H. L. Involuntary retirement provisions. Mo. Lab. Rev., Aug. 1959, pp. 855-60. 

Maprnier, P. La mobilité du travail aux Etats-Unis et en France. Rev. Econ., July 
1959, pp. 549-74. 
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Macratu, C. P. Democracy in overalls: the futile quest for union democracy. Indus. Lab. 
Rel. Rev., July 1959, pp. 503-25. 

Mazumopar, D. The marginal productivity theory of wages and disguised unemployment. 
Rev. Econ. Stud., June 1959, pp. 190-97. 

Metitz, J. The trade unions and Fabian socialism. Indus. Lab. Rel. Rev., July 1959, pp. 
554-67. 


Meverzon, D. Technical progress and improvement in systems of wage payments. Prob. 
Econ., Aug. 1959, pp. 27-33. 


Mmuts, T. J. Shortage of scientific personnel as seen in government. Am. Stat. Assoc.: Proc. 
Soc. Stat. Section, 1958, pp. 200-3. 

Miitter, K. V. Zur Wandlung der sozialen Prestigeordnung unter sozialistischem Einfluss. 
Zeitschr. f. die ges. Staatswiss., 1959, 115 (2), pp. 292-99. 

Reyno ps, L. G. Structural determinants of cost inflation and remedial measures. Mo. Lab. 
Rev., Aug. 1959, pp. 872-75. 

Scumieper, E. Arbeitsethos (I, II). Eine Einfiihrung in seine Geschichte. Schmollers Jahrb., 
1959, 79 (1), (4), pp. 43-82, 45-78. 

SHOTWELL, J. T. Recollections on the founding of the ILO. Mo. Lab. Rev., June 1959, 
pp. 631-36. 


Suicuter, S. H. The influence of bargained wage increases on prices. Mo. Lab. Rev., Aug. 
1959, pp. 868-71. 


Tirvakian, E. A. Occupational satisfaction and aspiration in an underdeveloped country: 
the Philippines. Econ. Develop. and Cult. Change, July 1959, pp. 431-44. 


TryttTEeNn, M. H. The problem irom the standpoint of the scientist and technician. Am. Stat. 
Assoc.: Proc. Soc. Stat. Section, 1958, pp. 204-7. 


Wurret, D. Trade union development and labor relations policy in the Philippines. Indus. 
Lab. Rel. Rev., July 1959, pp. 582-608. 


The determination of teachers’ salaries. Internat. Lab. Rev., July 1959, pp. 46-64. 


Population; Welfare Programs; Standards of Living 

Eason, W. W. Population growth and economic development in the U.S.S.R. Am. Stat. 
Assoc.: Proc. Soc. Stat. Section, 1958, pp. 146-50 

Hurr, D. L. Geographical aspects of consumer behavior. Bus. Rev. (Univ. Washington), 
June 1959, pp. 27-37. 

Kirk, D. anp Nortman, D. L. Business and babies: the influence of business cycles on 
birth rates. Am. Stat. Assoc.: Proc. Soc. Stat. Section, 1958, pp. 151-60. 

Paes Morats, J. J. anp Costa Lear, A. A evolucado demografica nacional e o desenvolvi- 


mento econémico. (With English summary.) Rev. de. Econ. (Portugal), Dec. 1958, 
pp. 149-67. 


Tuomas, D. S. Some observations on migration and economic opportunity. Am. Stat. 
Assoc.: Proc. Soc. Stat. Section, 1958, pp. 161-65. 

von UNGERN-STERNBERG, R. Die natiirliche Bewegung der Weltbevélkerung mit besonderer 
Beriicksichtigung der USA. Zeitschr. f. die ges. Staatswiss., 1959, 115 (2), pp. 300-15. 

Wiseman, J. Pensions in Britain. Finanzarchiv, 1959, 19 (3), pp. 427-40. 

Wirtz, E. E. The objectives of social security. Rev. Soc. Econ., Mar. 1959, pp. 23-33. 


Related Disciplines 
Gore, W. J. anp Sizanover, F. S. Bibliographical essay on decision-making. Admin. Sci. 
Quart., June 1959, pp. 97-121. 


Pasuxov, A. I. Teaching of the social sciences in the higher educational establishments 
of the U.S.S.R. Internat. Soc. Sci. Jour., 1959, 11 (2), pp. 168-75. 
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NOTES 


Members who wish to make suggestions for officers of the American Economic Association 
for 1960-1961 are invited to place names with James Washington Bell, secretary of the 
Association, for transmission to the Nominating Committee, which will be appointed by 
the incoming President. 


FELLOWSHIPS FOR REGIONAL FACULTY RESEARCH 
SEMINARS IN ECONOMICS 


The Ford Foundation announces six Regional Research Seminars in Economics to be 
held in the summer of 1960 for an eight-week period. Participation is open on a competitive 
basis to faculty members teaching economics or business subjects at institutions of higher 
learning that do not offer a doctorate in economics. It is the purpose of the program to 
enhance the effectiveness of teaching and to encourage research studies of significance. 

The regions, directors, and subject areas will be the following: I, Northeast, William S. 
Vickrey, Columbia University, Economic Analysis and Welfare; II, Middle Atlantic, 
Dorothy S. Brady, University of Pennsylvania, Consumer Economics; III, Southeast, 
Rendigs Fels, Vanderbilt University, Empirical Applications of Microeconomic Theory; IV, 
Middle West, Gardner Ackley, University of Michigan, National Income—Problems of 
Stability and Growth; V, Northwest, Douglass C. North, University of Washington, 
Economic History and Economic Growth; VI, Southwest, Melvin W. Reder, Stanford Uni- 
versity, Labor Economics. 

Fellowships provide a stipend of $800, a $200 allowance for living expenses, and travel 
expenses. Preference will be given to applicants under 50 years of age who have had 3 years 
or more teaching experience since attending graduate school. Applications may be secured 
from the seminar director in the applicant’s region, and must be submitted before January 
15, 1960. Awards will be announced not later than March 1. 


Asta FouNDATION GRANT 


A grant of $2,500 has been awarded to t..» Association by the Asia Foundation to be 
used for the general purpose of bringing closer association between American and Asiatic 
economists. Two ways in which these funds may be used are: (1) to enable Asian graduate 
students and postdoctoral scholars in economics who are in the United States to attend 
meetings of the Association; (2) to make available memberships in the Association to 
selected Asian scholars in this country or resident in Asia. Members of the Association who 
wish to make recommendations of names of Asian scholars to receive either type of award 
are invited to write the secretary of the Association, Dr. James W. Bell, Northwestern 
University. 


New PvuBLICATION 


The Joint Council on Economic Education (2 West 46th Street, New York 36) announces 
the publication of Abstracts of Original Research, to be made available to economist sub- 
scribers at $5.00 for 10 issues; institutional subscriptions will be $10.00. Among the works 
for which abstracts have been, or shortly will be, prepared are: The Labor Force under 
Changing Income and Employment, by C. D. Long (abstract by V. H. Jensen) ; Anti-Trust 
Policies: American Experience in Twenty Industries, by S. N. Whitney (abstract by G. W. 
Stocking) ; Pricing in Big Business, by Kaplan, Dirlam, and Lanzillotti (abstract by E. G. 
Nourse) ; Federal Budget and Fiscal Policy 1789-1958, by L. H. Kimmel (abstract by C. L. 
Harriss) ; Financial Intermediaries in the American Economy since 1900, by R. W. Gold- 
smith (abstract by W. N. Peach). 
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Announcements 


The first International Conference of Economic History will be held in Stockholm, 
Sweden, August 17 and 18, 1960. The program will revolve around the subjects (1) Indus- 
trialization as a Factor in Economic Growth after 1700 (rapporteur: K. E. Berrill, Uni- 
versity of Cambridge, England) and (2) Comparative Study of Large-Scale Agricultural 
Enterprise since the Middle Ages (rapporteur: F. Liitge, University of Munich, Germany). 
Applications for registration should be sent not later than May 31, 1960 to: International 
Conference of Economic History, Riddargatan 11B, Stockholm O, Sweden. Applicants 
should state whether they are also registering for the main Congress of Historical Sciences. 


As an outgrowth of three biennial conferences, the first of which was held in 1955, a re- 
gional organization, the Pennsylvania Conference of Economists, has been formed. Officers for 
the current biennium are: Howard M. Teaf, Jr., president; David P. Eastburn, Winthrop 
Everett, vice presidents; David H. McKinley, secretary; Ronald McCrady, treasurer. The 
executive committee is made up of the officers and Richard A. Easterlin, Albert L. Gray, 
Jr., Harold Hinkelman, and John W. May. 


Deaths 
Guy Freutel, Federal Reserve Bank of St. Louis, August 29, 1959. 
Laurence R. Gray, University of Arizona, July 7, 1959. 
Jack N. Ockerlander, April 19, 1959. 
Selig Perlman, University of Wisconsin, August 13, 1959. 
Lloyd P. Rice, May 10, 1958. 
Sumner H. Slichter, Harvard University, September 27, 1959. 
John K. Towles, May 2, 1959. 
Fred D. Wish, Jr., December 28, 1958. 


Retirements 
Reid S. Fulton, The City College, New York, June 1959. 
F. R. E. Mauldon, University of Western Australia. 
Hans Staudinger, The New School of Social Research, June 1959. 
W. H. Steiner, Brooklyn College, September 1959. 
Charles H. Waterfall, University of South Carolina, August 1959. 


Visiting Foreign Scholars 

Keith O. Campbell, University of Sydney: visiting professor, University of Illinois. 

Michael J. Farrell, Cambridge University: visiting associate professor, Carnegie Institute 
of Technology, autumn semester. 

Frank H. Hahn, University of Birmingham: visiting professor of economics, University 
of California, Berkeley. 

T. W. Hutchison, University of Birmingham: distinguished visiting scholar at the Thomas 
Jefferson Center for Studies in Political Economy, University of Virginia, spring term, 1960. 

Nicholas Kaldor, King’s College, Cambridge: visiting research professor of economics, 
University of California, Berkeley. 

A. M. Kerr, University of Western Australia: visiting professor of economics, University 
of Illinois, 1960. 

Abu N. M. Mahmood, Dacca University, Pakistan: lecturer in economics, Montana State 
University, 1959-1960. 

Bertil Ohlin, University of Stockholm: distinguished visiting scholar, the Thomas Jef- 
a -— for Studies in Political Economy, University of Virginia, fall semester, 
1959- 4 
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Afife Sayin, Institute of Economics and Sociology, University of Istanbul: visiting fellow, 
New York State School of Industrial and Labor Relations, Cornell University. 

Brinley Thomas, University of Wales: George A. Miller distinguished professorship, 
University of Iinois. 

Promotions 

Leon Applebaum: assistant professor of economics, University of Wisconsin—Milwaukee. 

Wallace N. Atherton: assistant professor of economics, Michigan State University. 

L. J. Benninger : professor of accounting, University of Florida. 

Harry G. Brainard: professor of economics, Michigan State University. 

Robert Campbell : associate professor of economics, University of Oregon. 

P. William Capatch: assistant professor of accounting, School of Business Administra- 
tion, University of Pittsburgh. 

Richard E. Caves: associate professor of economics, University of California, Berkeley. 

Edward J. Cook: associate professor of economics, Fordham University. 

Willard M. Craig: professor, department of business administration, Oregon State College. 

Dale Cramer: associate professor of economics, University of Alabama. 

Riley S. Dougan: associate professor, department of agricultural economics, Ohio State 
University. 

Edgar S. Dunn, Jr.: professor of economics, University of Florida. 

Roland T. Ely: assistant professor of economics, University College, Rutgers, The State 
University. 

Eleanor Emerson: professor, New York State School of Industrial and Labor Rela- 
tions, Cornell University. 

Joseph R. Ewers: assistant professor of business administration, School of Business, 
Indiana University. 

Wytze Gorter: professor of economics, University of California, Los Angeles. 

Richard W. Graves: assistant professor of business economics and public policy, School 
of Business, Indiana University. 

Kurt L. Hanslowe: associate professor, New York State School of Industrial and Labor 
Relations, Cornell University. 

Donald V. Harper: associate professor, University of Minnesota. 

Joseph R. Hartley: associate professor of transportation, School of Business, Indiana 
University. 

Franklyn D. Holzman: professor of economics, University of Washington. 


John H. Kareken: associate professor of economics, University of Minnesota; on leave, 
1959-1960 with Douglas Subcommittee on Inflation and Economic Growth, the Brook- 
ings Institution, and the National Monetary Commission. 


H. T. Koplin: associate professor of economics, University of Oregon. 

Robert F. Lanzillotti: professor of economics, Washington State University. 

Roy L. Lassiter : associate professor of economics, University of Florida. 

Lester S. Levy: associate professor of economics, Texas Technological College. 

John D. Long: professor of insurance, School of Business, Indiana University. 

Ragaei El Mallakh: assistant professor of economics, University of Colorado. 

D. D. Martin: associate professor of business economics and public policy, School of 
Business, Indiana University. 

Francis B. McCormick: associate professor, department of agricultural economics, 
Ohio State University. 


Margaret F. McDonald: associate professor, department of agricultural economics, Ohio 
State University. 
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Frank Miller: associate professor, New York State School of Industrial and Labor Re- 
lations, Cornell University. 

Hyman P. Minsky: associate professor of economics, University of California, Berkeley. 

John H. Mudie: assistant vice-president of the Government Development Bank for 
Puerto Rico. 

John L. O’Donnell: associate professor of accounting and finance administration, School 
of Business and Public Service, Michigan State University. 

Russell O. Olson: professor, department of agricultural economics, Ohio State Univer- 
sity. 

Harlan Perrins: associate professor, New York State School of Industrial and Labor 
Relations, Cornell University. 


Robert F. Risley: professor, New York State School of Industrial and Labor Relations, 
Cornell University. 


Robert Rivers: associate professor of finance and transportation, School of Business 
Administration, University of Massachusetts. 

Ross M. Robertson: professor of business economics and public policy, Schocl of 
Business, Indiana University. 

Henry Rosovsky: associate professor of economics, University of California, Berkeley. 

Walter J. Salmon: lecturer in business administration, Graduate School of Business 
Administration, Harvard University. 

Donald H. Sauer: assistant professor of finance, School of Business, Indiana University. 


Stuart B. Seaton: professor, department of business administration, Oregon State Col- 
lege. 

George Seltzer: professor, University of Minnesota. 

George B. Simmons: faculty lecturer in business administration, School of Business, 
Indiana University. 

Jack Stieber: professor, department of economics, and director, Labor and Industrial 
Relations Center, Michigan State University. 

James H. Street: professor of economics, University College, Rutgers, The State Uni- 
versity. 

Lester B. Strickler: associate professor, department of business administration, Oregon 
State College. 

Howard L. Timms: professor of management, School of Business, Indiana University. 

Roswell G. Townsend: professor of economics, Wilson College. 

Robert W. Tufts: professor of economics, Oberlin College. 


James R. Wason: lecturer in economics, College of General Studies, The George Wash- 
ington University. 

Donald A. Weisner: assistant professor, School of Business Administration, University 
of Miami. 

Jack R. Wentworth: assistant professor of business administration and associate di- 
rector, Bureau of Business Research, School of Business, Indiana University. 

Albert K. Wickesberg: professor, University of Minnesota. 

George W. Wilson: associate professor of transportation, School of Business, Indiana 
University. 

L. Zakuta: assistant professor, department of political economy, University of Toronto. 


Edward Zane: assistant professor of marketing, School of Business Administration. 
University of Massachusetts. 


Arnold Zellner : associate professor, University of Washington. 
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H. Jerome Zoffer: associate professor of urban land studies and insurance, School of 
Business Administration, University of Pittsburgh. 


Administrative Appointments 


Emile Bouvier, Georgetown University: president, University of Sudbury, Ontario. 

Andrew F. Brimmer: executive officer, department of economics, Michigan State Uni- 
versity. 

Louis F. Buckley: regional director, Bureau of Labor Statistics, U. S. Department of 
Labor, Middle Atlantic Region. 

Lorne D. Cook: acting chairman, department of economics, Pomona College. 

G. Heberton Evans, Jr.: dean, faculty of philosophy, Johns Hopkins University; also 
continues as chairman, department of economics. 

Robert A. Gordon: chairman, department of economics, University of California, 
Berkeley. 


Melvin L. Greenhut, Florida State University: associate dean, School of Business, and 
professor of economics, University of Richmond. 

Thomas K. Hitch, Hawaii Employers Council: vice-president and director of economic 
research, Bishop National Bank of Hawaii. 

Philip G. Hudson: head of department of economics, University of Arizona. 

William E. Koenker: chairman, department of economics, and director, Bureau of 
Business and Economic Research, University of North Dakota. 

Paul B. Kohberger: acting dean, School of Business Administration, University of 
Pittsburgh. 

Berndt L. Kolker: director of research, University of Kansas City. 

Jacob Loft: chairman, department of economics, Brooklyn College. 

Shelley M. Mark: director, Economic Research Center, University of Hawaii. 

Joseph F. Marsh, Jr., Dartmouth College: president, Concord College, West Virginia. 

John W. McConnell, formerly dean, Graduate School: dean, New York State School 
of Industrial and Labor Relations, Cornell University. 

Howard D. Marshall: chairman, department of economics, Vassar College. 

Charles N. Millican, Hardin-Simmons University: dean, College of Business Adminis- 
tration, State University of South Florida, Tampa. 

Arvella Payne, Jacksonville State College, Alabama: chairman, department of economics, 
Henderson State Teachers’ College, Arkansas. 
an, Rosovsky: vice chairman, department of economics, University of California, 

J. Everett Royer: associate dean and professor of accounting, School of Business Ad- 
ministration, University of Miami. 

Raymond D. Thomas: head of department of economics and business administration, 
Drury College. 

a Wickesberg: chairman, department of business administration, University of 


Howard A. Zacur: assistant dean and professor of accounting, School of Business Ad- 
ministration, University of Miami. 


Appointments 
Mark A. Alexander: instructor in industry, School of Business Administration, Uni- 
versity of Pittsburgh. 
A. Asimakopulos: assistant professor of economics, McGill University. 
G. Robert Averitt, Michigan State University: instructor in economics, Carnegie In- 
stitute of Technology. 
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Frank T. Bachmura: Fulbright professor, Escuela de Estudios Economicos Latino- 
americanos para Graduados, University of Chile. 

Stephen J. Barres: professor of management and chairman, Division of Business Ad- 
ministration and Economics, College for Men, University of San Diego. 

James W. Beck, University of North Dakota: research economist, International Busi- 
ness Machines, White Plains, N.Y. 

William R. Belmont: assistant professor of economics, University of North Dakota. 

James Berna, formerly Georgetown University: Institute of Economic Order, India. 

Gerhard Biedermann: instructor in economics, University of North Dakota. 

Donald R. Booth: instructor in economics and business administration, Chapman Col- 
lege. 

Ivor I. Bowen, University of Hull: chair of economics in the University of Western 
Australia. 

Bernard G. Brown: assistant professor of economics, Florida State University. 

Phillips H. Brown: member of staff of the Bureau of Business and Economic Research, 
College of Business Administration, University of Arkansas. 

Webster Cash: associate professor of economics, Florida State University. 

Robert C. Cauthorn, formerly of Tulane University: assistant professor of economics, 
Arizona State University. 

Gordon K. C. Chen, Ithaca College: assistant professor of business administration, 
Rutgers University. 

A. Keith Collins, University of Melbourne, Australia: assistant professor, New York 
State School of Industrial and Labor Relations, Cornell University. 

Salvatore Comitini: post at Oregon State College, Corvallis. 

Eaten H. Conant: faculty lecturer in management, School of Business, Indiana Uni- 
versity. 

Mary Conlon: special lecturer, department of economics, Hofstra College, fall semester. 

L. L. Crum, University of Texas: assistant professor of finance, University of Florida. 

William C. Davis: professor of marketing, College of Business and Public Administra- 
tion, University of Arizona. 

E. Devletoglou: lecturer, The City College, New York City. 

K. E. Dunlop, Hollins College: East Carolina College, Greenville, N.C. 

Harold J. Ecker, Ohio State University: Michigan State University. 

Alexander Eckstein, Harvard University: professor of economics, University of Roch- 
ester. 
Ralph C. Epstein: resigned as chairman of department of economics; appointed re- 
search professor of economics, University of Buffalo. 

James E. Estes, University of Texas: assistant professor of management, University 
of Arkansas. 

Martin T. Farris: associate professor of economics, Arizona State University. 

Philip Faucett, Northwestern University: instructor in economics, University of Illinois. 

Max E. Fieser: assistant professor of economics, Arizona State University. 
— W. Fingado: market analyst, International Business Machines, White Plains, 


Donald A. Fink, Yale University: research associate, Carnegie Institute of Technology. 
Charles S. Franklin: instructor in economics, University of Tennessee. 
James M. Fremgen: faculty lecturer in accounting, School of Business, Indiana Uni- 
versity. 
Lowell E. Gallaway, Colorado State University, Fort Collins: to faculty of San Fer- 
nando Valley State College. 
eon J. Goffman, Duke University: assistant professor of economics, University of 
ri 
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Arthur Goldberger, Stanford University: associate professor of economics, University of 
Wisconsin. 

Paul J. Gordon: associate professor of management, School of Business, Indiana Uni- 
versity. 

William E. Gordon: associate professor of economics and head of the economics de- 
partment, Park College. 

W. E. Grasham: lecturer in department of political economy, University of Toronto. 

Harold R. Hartzler, formerly University of Wisconsin: assistant professor of economics, 
West Virginia University. 

Samuel P. Hayes, director Foundation for Research on Human Behavior, Ann Arbor: 
professor of economics, University of Michigan, 1959-60. 

Harmon H. Haymes: assistant professor of economics, Smith College. 

William A. Heffelfinger: staff of Bureau of Business and Economic Research, Univer- 
sity of Arkansas. 

Robert Hewitt: research associate, New York State School of Industrial and Labor 
Relations, Cornell University. 

Uldis E. Inveiss: to University of Wisconsin-Milwaukee. 

Shirley Johnson: lecturer in economics, The City College, New York City. 

E. Kanovsky: lecturer in economics, The City College, New York City. 

Jacob J. Kaplan, formerly representative to the European Monetary Agreement in 
Paris: assistant coordinator for program, Office of the Under-Secretary of State, Washing- 
ton, D.C. 

William M. Keane: assistant professor of accounting, College of Business Administra- 
tion, University of Florida. 

Milo Kimball: lecturer in business finance and investments, University of Delaware, 
1958-59. 

Leo P. Kloos, Western Reserve University : lecturer in management, University of Miami, 
School of Business Administration. 

Robert E. L. Knight: assistant professor of economics, University of New Mexico, 
1959-60. 

Charles Kretzschmar, Bureau of the Census: assistant professor, Commerce Division, 
Ferris Institute. 

Sherman Krupp: assistant professor of economics, Florida State University. 

David T. Lapkin: associate professor of economics, School of Business Administration, 
University of North Carolina. 

Tack S. Lee: instructor in economics, Illinois Institute of Technology. 

Eugene Lerner: assistant professor, The City College, New York, N.Y. 

Cyril C. Ling: faculty lecturer in management, School of Business, Indiana University. 

Elmer P. Lotshaw, Washington University; market economist, Pet Milk Company, St. 
Louis. 

George Macesich: assistant professor of economics, Florida State University. 

John W. Manning: professor of finance, School of Business, University of Louisville. 

Peter Max, Cornell University: research associate, Carnegie Institute of Technology. 

J. N. McLeod: lecturer, department of political economy, University of Toronto. 

Taylor W. Meloan, Indiana University: professor of marketing, University of Southern 
California. 

Janet K. Messing: instructor, department of economics, Hunter College. 

David N. Milstein, Rutgers University: research associate, Resources for the Future. 

Jacob A. Mincer: visiting assistant professor of economics, Columbia University 1959- 
60. 
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Daniel C. Morgan, Jr.: assistant professor of economics, University of Tennessee. 

Dean Morse: lecturer, The City College, New York, N.Y. 

Clark E. Myers, retired from Ohio University: director, Management Development 
Institute (IMEDE), Lausanne, Switzerland. 

Wladimir Naleszkiewicz: assistant professor and acting head of economics department, 
St. Benedict’s College, Atchison, Kansas. 

Robert P. Nelson: assistant professor of accounting, department of business administra- 
tion, Oregon State College. 

Sylvia Ostry: assistant professor of economics, McGill University. 

Pranas Padalis, formerly of Voice of America: associate professor of economics, Ari- 
zona State University. 

Braxton Patterson, Michigan State University: instructor, department of economics, 
University of Illinois. 

Frances Perkins, former Secretary of Labor: visiting lecturer, New York State School 
of Industrial and Labor Relations, Cornell University. 

Leroy Qualls, University of Florida: member of staff, Florida State budget director. 

C. Hock Quan, of University of Kentucky Bureau of Business Research: professor, 
Carthage College. 

Sher J. Rana: instructor, University of Alaska College, Alaska. 

George F. Rohrlich, formerly Department of Labor: principal member, Social Security 
Division, International Labor Office, Geneva, Switzerland. 

Milton R. Russeli: instructor in economics, Iowa State University (Ames). 

Roy J. Sampson, Texas Technological College: assistant professor of transportation, 
School of Business Administration, University of Oregon. 

Robert L. Sandmeyer: instructor in economics, Oklahoma State University. 

G. T. Schwenning: visiting lecturer in industrial management, Duke University, 1959- 
60. 
Samuel N. Seidman: instructor in economics, Douglass College, Rutgers University. 
Harvey Shapiro: instructor in economics, department of economics, Iowa State Uni- 
versity (Ames). 

Edwin B. Shultz, formerly with Tennessee Valley Authority: visiting professor, New 
York State School of Industrial and Labor Relations, Cornell University. 

Jacob Shumelda: assistant professor of economics, University of North Dakota. 

Gerald Sirkin: assistant professor, The City College, New York, N.Y. 

Per Sjogren: assistant professor of finance, department of business administration, Ore- 
gon State College. 

Jack W. Skeels, Michigan State University: to staff, Michigan Wayne State Institute 
for Labor and Industrial Relations and department of economics, Wayne State University. 

Fred Slavick, formerly State University of Iowa: visiting associate professor, New York 
State School of Industrial and Labor Relations, Cornell University. 

Karl U. Smith: Ford Foundation visiting professor of business administration, School 
of Business, Indiana University. 

— P. Sobotka: research associate, Graduate School of Business, University of 
cago. 

Edwin O. Stene: Ford Foundation visiting professor of business administration, School 
of Business, Indiana University. 

Robert M. Stern: instructor in economics, Columbia College. 

Charles F. Stewart: visiting associate professor of business administration, School of 
Business, Indiana University. 

Paul Sultan, University of Southern California: professor of economics, Claremont 
Graduate School. 
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Norman Sun, Park College: chair in economics, International Christian University, 
Japan. 

Donald F. Swanson, Bellarmine College, Louisville, Ky.: assistant professor of eco- 
nomics, School of Business Administration, University of South Carolina. 

Shanti S. Tangri: lecturer in economics and social sciences, University of California, 


Arlene Theuer, formerly Cleveland Metropolitan Survev staff: research associate, Uni- 
versity of Kentucky Bureau of Business Research. 

Louis Vargha, Michigan State University: research associate, University of Kentucky 
Bureau of Business Research. 

Franklin V. Walker, University of Southern California: assistant professor, department 
of economics, Pomona College. 

Benjamin N. Ward, Jr.: assistant professor of economics, University of California, 


John D. Wells, University of Texas: assistant professor of economics and statistics, 
University of Florida. 

Samuel Z. Westerfield: visiting professor of business administration, Graduate School 
of Business Administration, Harvard University. 

Franklin S. Williams: professor of marketing, College of Business Administration, Uni- 
versity of Arkansas. 

Donald N. Winch: lecturer in economics, University of California, Berkeley. 

J. N. Wolfe, University of Toronto: visiting professor, Purdue University. 

Walter Woodworth, University of Michigan: first Bailey memorial professor of money, 
banking and finance, University of Illinois. 

Frederick Zeller, University of North Dakota: instructor, Ohio State University. 


Leaves for Special Appointments and Assignments 

Floyd A. Bond, Pomona College: director of business-education division, Committee 
for Economic Development. 

Kenneth E. Boulding, University of Michigan; visiting professor of economics, Uni- 
versity College of the West Indies 1959-60. 

Robert W. Bradbury, University of Florida: Fulbright lecturer, University of Paraguay, 
fall term. 

Louis K. Brandt, University of Mississippi: to teach in the University of Wisconsin- 
Ford Foundation project at Gadjah Mada University, Jogjakarta, Indonesia. 

Ralph Bristol, Rand Corporation: visiting assistant professor, University of Washing- 
ton, autumn quarter. 

James E. Chace, University of Florida: visiting professor of business administration, 
University of Arizona, 1959-60.. 

Hollis B. Chenery, Stanford University: advisor on economic planning to government 
of Israel under U.N. Technical Assistance Program, fall 1959. 

Rudolph Corvini, New York State School of Industrial and Labor Relations: research 
staff, Socony Mobil Oil Co. 

Donald E. Cullen, formerly Cornell University: visiting associate professor, department 
of economics, University of California, Los Angeles. 

Harold W. Davey, Iowa State University (Ames): School of Advanced International 
Studies of the Johns Hopkins University, Bologna, Italy. 

Tom E. Davis, University of Chicago: visiting professor, department of economics, 
Cornell University, fall term. 

Malcolm Davisson, University of California, Berkeley: visiting professor, University 
of Washington, winter and spring quarters 1960. 
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Bruce Edwards, University of Illinois: to teach in University of Nommensen, Medan, 
Indonesia, two years. 

R. B. Eutsler, University of Florida: lecturer, University of Indonesia, Djakarta, Indo- 
nesia. 

Joseph W. Garbarino, University of California: visiting professor, New York State 
School of Industrial and Labor Relations, Cornell University. 

Richard K. Gaumnitz, University of Minnesota: consultant on management education, 
European Productivity Agency, Paris, France. 

Hourmouzis G. Georgiadis, Cornell University: research fellow, Brookings Institution, 
1959-60. 

James A. Gherity, Jr., Michigan State University: assistant professor of economics, 
MSU-Oakland, 1959-60. 

Zvi Griliches, University of Chicago: research associate, National Bureau of Economic 
Research, 1959-60. 

Robert S. Herman, New York State Division of the Budget: visiting professor in public 
administration, Indian Institute of Public Administration. 

Malcolm W. Hoag, Rand Corporation: member of faculty, National War College, Wash- 
ington, D.C., 1959-60. 

T. Edward Hollander, Duquesne University: technical assistant to director of profes- 
sional development, American Institute of Certified Public Accountants, 1959-61. 

Vernon H. Jensen, New York State School of Industrial and Labor Relations: lecturer, 
University of Leeds, England. 

Frederick C. Joerg, Duke University: lecturer, Institut pour l’Etude des Methodes de 
Direction de l’Entreprise (IMEDE), Lausanne, Switzerland. 

Donald L. Kemmerer, University of Illinois: Fulbright lecturer, University of Mont- 
pelier, France. 

Milton R. Konvitz, New York State School of Industrial and Labor Relations: con- 
sultant to the government of Liberia on revision of the labor code; also to study at the 
Institute for Advanced Study, Princeton. 

Harvey J. Levin, Hofstra College: Brookings National Research professorship for 1959- 
60. 


Ben W. Lewis, Oberlin College: consultant to the Economic Development Board, King- 
dom of Jordan, fall semester. 

Clayton P. Libeau, North Carolina State College: University of Wisconsin-Ford Founda- 
tion project at Gadjah Mada University, Jogjakarta, Indonesia. 

Carl C. Malone, Iowa State University (Ames): to spend fall in India as consultant 
to the Ford Foundation in connection with India’s food production program. 

Harry E. McCallister, State College of Washington: research associate, National Bureau 
of Economic Research, 1959-60. 

David Ott, University of Maryland: research fellow, Brookings Institution, 1959-60. 

Peter Palmer, Long Beach State College: Fulbright appointment, University College of 
Rhodesia and Nyasaland, Salisbury, Southern Rhodesia, 1959-60. 

Robert N. Schweitzer, University of California, Berkeley: research fellow in economics, 
Brookings Institution, 1959-60. 

Frederick J. Seubert, University of Oregon: member of an economic advisory group 
in Korea set up by the International Cooperation Administration, Government of Korea 
and University of Oregon. a 

George A. Spiva, University of Tennessee: teaching appointment in the University of 
Wisconsin-Ford Foundation project at Gadjah Mada University, Jogjakarta, Indonesia. 

Marshall D. Wattles, University of Oregon: adviser to economic development council 
in Korea, 1959-60. 
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Willis D. Weatherford, Swarthmore College: adviser on community development to 
government of Malaya for U.N. Technical Assistance Administration. 

Samuel Z. Westerfield, Atlanta University: visiting professor of business administration, 
Graduate School of Business Administration, Harvard University, 1959-60. 

Nathaniel Wollman, University of New Mexico: on research project, Resources for the 
Future, Inc., Washington, D.C. 

Resignations 

David S. Carlson: School of Business Administration, University of Pittsburgh. 

Samuel B. Chase: department of economics, University of Illinois. 

Roy Elliott: department of economics, Wayne State University. 

Charles J. Grayson, Jr.: Graduate School of Business Administration, Harvard Univer- 
sity. 

Tyler F. Haygood: School of Business, University of Louisville. 

Fred W. Kniffin: School of Business, Indiana University. 

Michael Levy: department of economics, Columbia College. 

Nelle P. Lewis: Bureau of Business Research, University of Kentucky. 

John McCalley: The City College, New York, N.Y. 

Bruce D. McSparrin, Jr.: School of Business, Indiana University. 

Taylor W. Meloan: School of Business, Indiana University. 

James T. S. Porterfield: Graduate School of Business Administration, Harvard Univer- 
sity. 

Henry N. Sanborn: department of business and economics, Illinois Institute of Tech- 
nology. 

Henry K. Shearer: Bureau of Business and Economic Research, Montana State Univer- 

Richard H. Slavin: School of Business Administration, University of Pittsburgh. 

T. H. Smith: department of economics, School of Industrial Management, Purdue Uni- 
versity. 

Donald M. Soule: department of economics, University of Illinois. 


Miscellaneous 
William H. Nicholls, Vanderbilt University: president elect of American Farm Economic 
Association to serve in 1960-61. 
J. S. Raj, director Asian department, International Monetary Fund: has returned to 
India for permanent residerice. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will publish in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 
address or to use a key number. Deadlines for the four issues of the 
Review are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Economist: To do research and consultant work with the Department of the Treasury, 
San Juan, Puerto Rico. Position will be on Civil Service basis. Ph.D. degree, or 
advanced work leading to it, required; specialization in public finance and/or money 
and banking desirable. No previous experience required. Annual salary $7,200 plus 
travel expenses to and from Puerto Rico. Persons interested please write to the 
Director, Office of Economic and Financial Research, Department of the Treasury, 
P.O. Box 4515, San Juan, Puerto Rico. 

Economic principles, economic history: Ph.D. or all work completed except thesis, 
for eastern Catholic men’s college. Assistant professor's range $5,000-$7,000. Rank 
and salary according to education and experience. P222 
Accounting, business law, business administration: A fully accredited Christian lib- 
eral arts college is interested in employing a full-time teacher in the fall of 1960 
to handle courses in accounting and business law, or accounting and business ad- 
ministration, or economics courses. C.P.A. desired but not required. Rank and salary 
open. Write to: Dr. Stewart M. Lee, Geneva College, Beaver Falls, Pennsylvania. 
Economists: Antitrust Division, U. S. Department of Justice, has positions in Wash- 
ington, D.C., and New York City, in the enforcement of federal antitrust laws, 
open to economists with master’s and doctoral degrees who have majored in indus- 
trial organization, trade regulation, government and business, price theory, and in- 
dustrial concentration. Minimum civil service entrance salaries for candidates with- 
out experience $4,980 and $5,985 per annum. Write to: Economic Section, Anti- 
trust Division, Department of Justice, Washington 25, D.C. 

Real estate and urban land economics: Large eastern university has one-year ap- 
pointment for younger man, with possibility of permanent position. To teach fun- 
damentals course in real estate and urban land economics, real estate finance or ap- 
praisal and possibly graduate seminar. Candidate who wishes to combine real estate 
teaching with other business subjects will be considered. Salary and rank com- 
mensurate with qualifications. P223 
Economics: Church-related midwestern liberal arts college has opening in chairman- 
ship of department of economics and business for fall, 1960. Require Ph.D. and 
teaching experience. Salary $7,000 to $9,000 depending on qualifications and ex- 
perience. P224 
Accounting and business administration: A Christian liberal arts college in the Mid- 
west. Rank—assistant or associate professor. Master’s degree required; C.P.A. or 
Salary $5,500 to $6,500 for nine months. Opening is for 
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Economists Available for Positions 


Business administration: Man, 54; M.A., Yale, M.S. Columbia; honorary doctorate. 
Broad business experience as well as teaching; excellent references. Desires position 
teaching investment, finance, and international relations. Available in fall, 1959. 


E837 
Economic theory, bistory of economic thought, economic fluctuations, money and 
banking, international economics and trade, e ic problems of underdeveloped 


countries (especially Middle and Southeast Asia): Man, 28; B.A., M.A., currently 
writing Ph.D. dissertation. Teaching and administrative experience. Interested in 
teaching and/or research. Available in June or September, 1960. E840 


Economic t. , labor economics, labor-management relations, comparative econom- 
ics, economic thought, business and government: Man, 41, married; Ph.D., Univer- 
sity of Pennsylvania; Phi Beta Kappa. Listed on arbitration panels of Federal Media- 
tion Service and American Arbitration Association; experienced teacher; author of 
book published by a leading university press and journal articles. Private labor arbi- 
tration and administrative experience in federal government. Currently full professor 
in liberal arts college. Desires change in June or September, 1960, especially to Rocky 
Mountain states, southwest, or Pacific Coast areas. E845 


Economics: Man; Dr. rer. pol. from German university (summa cum laude): Twelve 
years of university teaching; banking experience; p' 
tion. 


Economic principles, statistics, labor, accounting, public administration: Man, 34, 
white; A.B., Ohio University; M.A., Maxwell Graduate School, Syracuse University. 
Six years of accounting and 4 years of sales experience. Desires position at small 
university or liberal arts college in southern or southwestera section of country 
wherein scholastic endeavor is foremost. Negro institution would be acceptable. 
Salary secondary to chance of working under guidance of select staff. Available im- 
mediately. Please write John J. Oross, 197 East Street, Wadsworth, Ohio. 


Agricultural ec ics, ec ic development, economic theory, population prob- 
lems: Man, 37, married; Ph.D., University of Chicago. Seven years of teaching and 
research experience; 5 years of business experience. Contributor of articles to national 
and regional economic journals. Desires academic position with opportunity for 
research. Currently Fulbright Professor in Latin America, conducting lectures in 
Spanish. Available in January, 1960. E847 


Economic theory, finance, labor economics: Man, in forties; Ph.D., large eastern 
university. Five years of full professorship (3 at large state university); experienced 
professional and industrial research and writing. Enjoys space-age mental challenge 
and teaching. Listed in Who's Who in America, Who’s Who in Commerce and 
Industry, etc. E848 


Economics: Man, in early forties; M.A. and Ph.D. in economics. Years of teaching 

experience; now on the faculty of a medium-sized university. Desires a 
teaching position in the southwest with above-average responsibilities. E849 
Welfare and retirement funds, industrial economics, labor-management relations, 
price economics, regional development: Man, 34, married; Ph.D. (economics); post- 
doctoral study. Six years of teaching experience. Desires research position in uni- 
versity, private organization, or public agency. Will consider part-time teaching and 
relocate. E853 
Money and banking, public finance, macroeconomic theory, price theory, economic 
development: Man, 42; Ph.D. Publications; research experience under Rockefeller 
and Ford grants; has taught graduate courses at two institutions. At present Di- 
rector of Graduate Studies, Institute of Sociology and Politics, Sao Paulo, Brazil. 
Desires visiting appointment beginning January or February, 1960. E855 
Labor economics, history of economic doctrines, theory: Man, 37, married; Ph.D., 
1950. Eight years of teaching; 11/, years of government experience. Participation in 
meetings of regional associations; articles; labor economics textbook under way. 
Recommended as potential administrator upon basis of performance in faculty com- 
mittees. Seeks teaching, research, or administrative appointment in economics de- 
partment or college of business administration. * E856 


2 6 

ig 
| 
if 
bg 


General economic theory, economic development, space economics, regional eco- 
nomics of Latin America ard Europe, comparative economic systems, history of 
economic thought: Man, 45, married; European doctoral degree in economics and 
political sciences. Ten years of teaching at universities; editor of economic series 
and of economic review; several books and articles; private economic consulting ex- 
perience; fluent French, German, Spanish. E857 


Money and banking: Man, 43, native of India; B.A., Bombay University; B.Sc. 
(Econ.—Honours), London University. Specialist in money and banking; practical 
experience in bank and in insurance company; professor and 12 years of research 
in monetary and banking policy. Contributed articles to economic and banking jour- 
nals; speaks Persian, French, German. Would like an appointment at an American 
university or economic research organization or department of 2 bank. E858 


Comparative economic systems, economic theory, history of economic thought, un- 
derdeveloped areas, principles: Man, 33; Ph.D. in economics, Seven years of full- 
time teaching experience at large eastern universities; publications. Desires full- 
time teaching, or teaching and research position. Available in September, = 

59 


Economics, statistics, finance: Man, 41, married; Ph.D. Fifteen years of teaching 
experience; 8 years as head of department. Desires teaching position with a church- 
related college with high academic standards. Available in June or cee 
1960. 860 


Economic principles, labor economics, managerial economics, personnel manage- 
ment, corporate finance, public finance, statistics: Man, 34; Ph.D. Four years of 
college teaching experience; 2 years of research experience. Desires new teachi 

and/or administrative position. Available in fall, 1960. E861 


Industrial organization and public policy, industrial location, regional science, eco- 
nomic theory and history, international trade and finance, economic development: 
Man, 38, married; Ph.D., Harvard University. Ten years of teaching experience, 
combined with research; publications. Currently teaching applied courses in business 
school of large eastern university. Desires college or university teaching position in 
economics, Would consider combining teaching and research. E862 


Industrial and personnel manag t, labor ec ics, money and banking, prin- 
cibles of economics, intermediate economic theory, statistics: Man, 45, married; 
A.B., M.A., expects Ph.D. in June, 1960. Eleven years of successful college and 
university teaching experience in above fields; 9 years of personnel experience in 
industry and government. Especially interested in college or university teaching po- 
sition. Prefers midwest location. Available in fall, 1960. E863 


Economics, finance, management: Man, 50, married; Ph.D. Business experience; 
diversified teaching experience, including administration as department head; various 
publications. Desires teaching, administrative, or research position. E864 


Economic theory, cycles and forecasting, money and banking, statistics, comparative 
economic systems: Man, 30; Ph.D. Experience includes teaching at graduate and 
undergraduate levels, extensive private research, public speaking, and work as a 
corporation economist; book, monograph, and journal articles. Interested in teach- 
ing and/or research position offering potential and challenge. West, northwest, or 
midwest preferred. Available in September, 1960. E865 


Marketing, statistics, economic analysis, industry and commodity studies: Man, 
41, married; Ph.D. credits completed. Over 10 years of top professional experience 
in directing and conducting economic and marketing research projects for manage- 
ment, in industrial, consumer, and military fields. Fellowship; university teaching. 
Seeks teaching or business position. : E866 


Economic theory, history of economic thoughi, money and banking, business cycles 
and development, international economics, comparative systems: Man, 47, married; 
Ph.D.; postgraduate study at London School of Economics. Fourteen years of teach- 
ing experience; 5 years as department head. Other experience includes federal gov- 
ernment, United Nations agency in Europe, private international agency, and uni- 
versity administration. Desires sumnter teaching. E867 
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Cycles om, forecasting, statistics, public and corporate finance, industrial structure, 
money and banking, theory: Man, 34, married; Ph.D., University of California. 
Ten years of teaching experience, some at graduate level ; research bureau. Mini- 
mum rank, associate professor. E868 


Economic research, industrial planning: Man, 33, married; B.S., M.B.A., major 
New York university; irements for Ph.D. completed except "for dissertation, 
which will be completed spring, 1960, under a combined Italian government- 
Fulbright award. Extensive experience in economic research and industrial vr 
ning; some teaching experience. Especially interested in economic research and/or 
teaching college economics. E869 


Business administration: Man, married; B.A. (chemistry, mathematics), M.S., Ph.D. 
(business administration). Desire administrative and/or teaching position. Have 
teaching experience in areas of finance (prefer), industrial management, personnel, 
algebra; years of university business experience; presently associate professor. Avail- 
able in June and/or September, 1960. E870 


Monetary economics, finance, economic theory, international economics, public finance, 
development of doctrine: Man, 34; Ph.D. leading midwestern university. Excellent 
academic and financial experience; numerous publications. Desires position in teach- 
ing, finance, or research. Available in February, 1960, or after. E871 


Economic organization, economic growth, recent economic history: Visiting British 
economist with Ph.D., 8 years of teaching experience in English universities, at 
present engaged at U.S. college in the East seeks professorship for academic s - 
1960-61. 3872 


Economic statistics, economic principles (or theory), mathematical economics, bis- 
thought, econometrics, economic development: Man, 40, married; 

Le university); Ph.D. from leading university in the East. Pub- 
eatons ao essional journals) ; research experience ; some teaching experience 
in foreign country. Seeks positions in college and/or in research or combination of 
them. E873 


Economics, finance, money ‘and banking, investments, business and economic history, 
statistics: Man, 31; Ph.D. Teaching, research, and business experience in Europe 
and U.S.; publications. Currently assistant professor in eastern business administra- 
tion department. Desires teaching or research position with good library i 
ties. E874 


International economics, money and banking, government and an, labor, ad- 
vanced theory, marketing, investments, security analysis: Man, 44; B.A, MA, 
Ph.D., Columbia University. Now employed as investment analyst in Wall Street ; 
wishes to return to teaching. Preference, majors and graduate students in univer- 
sity with appreciation for scholarship and maturity. Twelve years of experience in 
college teaching in the U.S. and abroad; 7 years as government economist in U.S. 
government and abroad. Many books and articles. Will attend A.E.A. meeting in 
December. Minimum requirements, associate professor and tenure. E875 
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BELL SYSTEM TEAMWORK IS A 
VITAL FACTOR IN EFFICIENT, 
ECONOMICAL TELEPHONE SERVICE 


Direct Distance Dialing is an example of the 
value of unified research, manufacture and operations 


There are great advantages to the 
public and the nation in the way 
the Bell System is set up to provide 
telephone service. It is a very simple 
form of organization, with four es- 
sential parts. 


Bell Telephone Laboratories does 
the research. 


The Western Electric Company 
is the Bell System unit which does 
manufacturing, handles supply, and 
installs central office equipment. 


Twenty-one Bell Telephone oper- 
ating companies provide service 
within their respective territories. 


The American Telephone and 
Telegraph Company co-ordinates 
the whole enterprise and furnishes 
nationwide service over Long Dis- 
tance lines. 


Each is experienced and efficient 
in its own field. But the particular 
value of each is greatly extended be- 
cause all four parts are in one organ- 
ization and work together as a team. 


Direct Distance Dialing—one of 
the greatest advances in the speed 
and convenience of telephone serv- 
ice—is an example of the value of 
this unified setup. 


BELL TELEPHONE SYSTEM 


Already more than 8,000,000 tele- 
phone customers in more than 700 
localities can dial direct to as many 
as 46,000,000 telephones through- 
out the country. Each month there 
are more. 


Millions of others can dial direct 
over shorter out-of-town distances. 
Calls as far as 3000 miles away go 
through in seconds. 


All of this didn’t just happen. It 
called for years of intensive plan- 
ning, the invention of wholly new 
machines and equipment, and the 
development of new operating and 
accounting techniques. 


Research alone couldn’t have done 
it. Neither manufacturing nor oper- 
ations separately could have done it. 
And just money couldn’t have done 
it, although it takes money and a 
lot of it for telephone improvement. 


The simple truth is that it could 
never have been done so quickly and 
so economically without the unified 
setup of the Bell System. 


For many a year it has given dy- 
namic drive and direction to the busi- 
ness and provided the most and the 
best telephone service in the world. 
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OXFORD books of exceptional interest 


Overcentralization 


A Critical Analysis of Economic Administration Based 
on Experience in Light Hungarian Industry 


By JANOS KORNAL. This translation from the Hungarian gives the 
readers of the West a unique opportunity to follow the significant part 
of a debate between economists and economic administrators in a Com- 
munist controlled country. $5.20 


Essays in World Economics 


By JOHN R. HICKS. The articles in the first part of this collection con- 
sider world trade and the relations of the British economy to it in the 
years since the War. The second group of selections focuses on the general 
and special problems of under-developed countries. $4.20 


Economic Fluctuations in England, 
1700-1800 


By T. S. ASHTON. This chronological account of the oscillations of pros- 
perity and depression in 18th-century England demonstrates that the fluc- 
| tuations that would later be called trade cycles were by no means new 
Bee when the term originated. Writing with his customary clarity, Professor 
a Ashton bases his account on statistical material and diaries and letters of 
the period. $3.40 


The Economics of Money 


By A. C. L. Day. This is a concise introduction to the theory and practice 
of the financial system. It uses information that is fully up to date par- { 
i, ticularly where English banking institutions are concerned. In a number 
i ie of ways it is an introduction to Mr. Day’s longer An Outline of Monetary 
Ps, Economics and is suitable for students as well as the interested general 
reader. Home University Library, No. 242 $1.20 


At all bookstores 


OXFORD UNIVERSITY press ____||_ | 
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POPULAR IRWIN TEXTS 
IN ECONOMICS 


Gordon F. Bloom and Herbert R. Northrup ..................- 
ECONOMICS OF LABOR RELATIONS, 3d Ed. 


James F. Buchanan ......PUBLIC PRINCIPLES OF PUBLIC DEBT 


Donald W. Bushaw and Robert W. Clower ...........-----02005- 
INTRODUCTION TO MATHEMATICAL ECONOMICS 


Marshall R. Colberg, William C. Bradford, and Richard M. Alt .... 
. .. BUSINESS ECONOMICS: PRINCIPLES AND CASES, Rev. Ed. 


Ralph Kirby Davidson, Vernon L. Smith, and Jay W. Wiley ....... 
ECONOMICS: AN ANALYTICAL APPROACH 


John F. Due ... INTERMEDIATE ECONOMIC ANALYSIS, 3d Ed. 


seasons LABOR ECONOMICS AND INDUSTRIAL RELATIONS 


Morton C. Grossman, Reed R. Hansen, Eldon S. Hendriksen, Harry E. 
McAllister, Kenji Okuda, and William Wolman ..............- 
George N. Halm ..... ECONOMICS OF MONEY AND BANKING 


Hiram Jome ......... PRINCIPLES OF MONEY AND BANKING 


INTRODUCTION TO INTERNATIONAL ECONOMICS, Rev. Ed. 


Write for Examination Copies 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINOIS 
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Outstanding textbooks... 


Corporate Finance 
ELVIN F. DONALDSON, The Ohio State University 


A complete analysis of the principles underlying the modern busi- 
ness corporation’s financial policy and practice. Book reflects the 
best legal and accounting thought on corporate financial policy; 
covers forms of business organization, financing, receivership, etc. 
“_. . well written and well integrated.”—Denton A. Fuller, Alfred 
University. Instructor’s Manual available. 1957. 48 ills., tables; 
876 pp. $7.50 


Personal Finance 
Also by ELVIN F. DONALDSON 


Practical and authoritative counsel on every type of personal fi- 
nancial problem. Highly teachable book gives complete coverage 
to life and health insurance, social security benefits, credit, etc. 
Includes realistic advice on buying a home, home ownership, in- 


come and other taxes. “. . . a wealth of useful information.”— 
JOURNAL OF FINANCE. Instructor's Manual available. 2nd Ed., 1956. 
70 ills., tables; 584 pp. $6.00 


The Stock Market 
GEORGE L. LEFFLER, Pennsylvania State University 


All the operations, functions, and complexities of the stock market. 
Book explains the basic principles of investment and speculation; 
analyzes the market’s economic functions, federal regulation of 
securities, relationship between investor and brokerage house, etc. 
“Outstanding . . . there is no other book comparable to it.”—Phillip 
H. Lohman, University of Vermont. 2nd Ed., 1957. 58 ills., tables; 
626 pp. $7.50 


Economie History of the United States 
HOWARD R. SMITH, University of Georgia 


A chronological-narrative account of American economic history. 
Popular textbook clarifies the close and constant interaction be- 
tween economic activities and political and social behavior. Traces 
our economy from its roots, reflecting events against the situations 
and forces that created them. “The best U.S. economic history 
text.” —Douglas F. Dowd, Cornell University. 1955. 168 ills., tables, 
maps; 763 pp. $6.50 


THE RONALD PRESS COMPANY 
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... for Spring Classes 


Practical Exporting and Importing 
PHILIP MacDONALD, College of the City of New York 


Second Edition of this well-known textbook provides a thorough 
grounding in the fundamental procedures of international trade. 
Emphasizing the commercial aspects of the subject, it includes 
recent developments in financing, marketing, types of organiza- 
tions and their personnel requirements, etc. “. . . as up-to-date as 
it is comprehensive.” AMERICAN IMPORT AND Export BULLETIN. 
2nd Ed., 1959. 27 ills.; 550 pp. $6.50 


Principles of Transportation 


FRANK H. MOSSMAN, Michigan State University; and 
NEWTON MORTON, Kent State University 


This concise textbook fully integrates the economics of modern 
American transportation with the principles and practices of car- 
rier operation and management. Relating theory to practice, book 
explains rates, government control, operating ratios, constant and 
variable costs, etc. “A good, comprehensive book. . . .”—Thomas 
George, Western State College of Colorado. 1957. 32 ills., tables; 
510 pp. $6.50 


Motor Transportation 


WILLIAM J. HUDSON, Small Business Administration; and 
JAMES A. CONSTANTIN, University of Oklahoma 


An authoritative study of the motor carrier industry and its role 
in our economy. Book discusses the principles under which the 
industry operates, its problems, and the scope of its regulation. 
Describes and analyzes the national highway system, problems 
of highway administration and finance, etc. “The best available 
book on motor transportation.” —Ernest W. Williams, Columbia 
University. 1958. 71 ills., tables; 703 pp. $7.50 


Principles of Statistical Analysis 
SAMUEL B. RICHMOND, Columbia University 


This carefully planned textbook illustrates the practical uses and 
applications of statistical analysis in economics and business. Re- 
quiring no mathematics beyond simple algebra, it covers such 
topics as the use of resources, sampling methods, tabulation, de- 
scriptive statistics, forecasting and decision making, etc. “Well 
organized . . . excellent.”—-ADVANCED MANAGEMENT. 1957. 210 
ills., tables; 491 pp. $6.50 


15 East 26th St., New York 10 
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Announcing 


THE FIFTH EDITION 
of 


APPLIED ECONOMICS 


by Raymond T. Bye 
and 
William W. Hewett 


Revised and For this new edition half of the text has been completely 
brought up to date _ rewritten and the whole rearranged and condensed. The 
chapters are now grouped into eight Parts, instead of 
nine Parts; and each chapter is subdivided into sections 
to reveal its outline and concludes with a summary. Al- 
though the number of chapters is reduced from 30 to 
25, the number of topics dealt with is increased con- 
siderably to allow for problems of current interest. The 
chapters have also been rearranged so as to bring to- 
gether closely related subjects, e.g. the chapter on 
monopoly is now followed immediately by the one on 
monopoly price regulation. 
Important Incorporated in this edition are three entirely new chap- 
additions ters: Fiscal Policy, American Capitalism, and Problems 
of Economic Development. The introductory chapter on 
the relation between science, welfare, and economic 
policy has been rewritten to the extent that it is almost 
entirely new. Among the many topics and issues new 
to this edition are: the attempt to create a welfare econ- 
omy free from value judgments; marginal cost pricing; 
consumers’ sovereignty; creeping inflation and the 
wage-price spiral; automatic and discretionary stabil- 
izers; the European Economic Union and Common 
Market; and democratic centralism in communistic | 
theory. 
A realistic and As in previous. editions, traditional economics is com- | 
practical approach bined with institutional. Economic theory is brought 
to bear on practical problems through constant refer- 
ence and analysis, as well as description, of virtually all 
the problems of economic policy of current interest 
and importance, presenting both sides of controversial 
issues. This is a comprehensive, logically organized, 
and lively text. 
To be published in January, 1960. 


Appleton-Century- Crofts, 
35 W. 32nd St., New York 1, N.Y. 
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Middle Eastern Capitalism 


NINE ESSAYS 


By A. J. MEYER. Here is a long-needed survey of the role of capital in the 
Middle East. The author discusses such topics as rates of growth, economic plan- 
ning, and land reforms; he examines the particular problems of Middle East 
economies and shows how, deftly handled, United States policy may promote 
better standards and better relations between East and West. $3.75 


British Monetary Experiments, 1650-1710 


By J]. KEITH HORSEFIELD. The first complete study of an era when many 
of the foundations of modern banking and fiscal practice and theory were first 
laid. In these years projects for issuing paper money, for capitalizing Govern- 
ment revenue, for commercial and Lumbard banks, and—especially—proposals 
for devaluating the silver currency made the period one of unusual interest. 

Coming in January. $7.50 


The Canadian Economy 
PROSPECT AND RETROSPECT 
By RICHARD E. CAVES and RICHARD H. HOLTON. An exhaustive survey, 
this book reviews Canada’s growth up to the present in the light of modern 
theories of income determination and economic development. The authors sys- 
tematically forecast Canada’s future development to 1970, utilizing all major 
economic variables. $10.00 


Syria: Development and Monetary Policy 


By EDMUND Y. ASFOUR. An analysis of the monetary and banking systems 
of Syria during the years since World War II. The author discusses the role of 
a conservative monetary policy in influencing investments in an underdeveloped 
country which is experiencing rapid economic expansion. Distributed for the 
Center for Middle Eastern Studies. Paper covers. $4.00 


Through your bookseller, or from 

HARVARD UNIVERSITY PRESS 
79 Garden Street, Cambridge 38, Massachusetts 
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1959 PUBLICATIONS IN 


The IRWIN Series in Economics 


Consulting Editor: Lloyd G. Reynolds, Yale University 


GENERAL ECONOMICS: A Book of Readings .............02-eeeeeeeeees 
Edited by Thomas J]. Anderson, Jr., Abraham L. Gitlow, and Daniel E. Diamond 


THE PRACTICE OF COLLECTIVE BARGAINING .............--+---00- 


ECONOMICS: PRINCIPLES AND POLICY ................ By Royall Brandis 
THEORY OF WAGES AND EMPLOYMENT .............. By Allan M. Cartter 


GOVERNMENT FINANCE: An Economic Analysis, Revised Edition ......... 


ECONOMICS AND MAN .......... By John S. Gambs and Sidney W ertimer, Jr. 


THE AMERICAN ECONOMY: Principles, Practices, and Policies, 34 Edition .. 


THE ECONOMIC SYSTEM ........ By John M. Kuhlman and Gordon S. Skinner 


ECONOMIC FLUCTUATIONS: Growth and Stability, Revised Edition ....... 


PUBLIC REGULATION OF BUSINESS ................. By Dudley F. Pegrum 


MANAGERIAL ECONOMICS: Decision Making and Forward Planning ...... 
By Milton H. Spencer and Louis Siegelman 


1959 VOLUMES IN 


The American Economic Association 


Series of Republished Articles on Economics 


READINGS IN INDUSTRIAL ORGANIZATION AND PUBLIC POLICY .... 
aeeantereed Selection Committee: Richard B. Heflebower and George W. Stocking 


RICHARD D. 


RWI INC., Homewood, Illinois 
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UNIVERSITY PRESS 


Economic Integration 


By Rolf Sannwald & Jacques Stohler 
Translated by H. F. Karreman 


The theory of economic integration developed in this book is set against 
the background of the European Coal and Steel Community, the Common 
Market, and the projected Free Trade Area. Building on the foundation of 
previous work done by James E. Meade, Jacob Viner, and other important 
economists, the authors develop their own theory of economic integration 
and provide an exhaustive statement of the conditions under which an eco- 
nomic union is most worth striving for. Published for the Center of Interna- 
tional Studies, Princeton University. 276 pages. $5 


| Authority and Organization in 
German Management 


By Heinz Hartmann 


An imaginative examination of one of the most important factors in West 
Germany’s phenomenal postwar economic recovery. Heinz Hartmann explores 
the strength of German management in terms of its authority, which is re- 
vealed to be self-evident, exclusive, and total. Authority relationships within 
industrial firms and in the framework of the political community are dis- 
cussed, while such factors as general administrative action, industrial rela- 
tions, and management development are compared in specific industries. 

334 pages. $6 


| Merger Movements in American 
| Industry, 1895-1956 


By Ralph L. Nelson 


The first statistical study of the merger movement in American industry 
which includes the period 1904-1919, thus providing the first continuous series 
for the entire period 1895 to the present. The author supplies comprehensive 
statistics on the early merger movement (1898-1902), throws new light on 
the causes of mergers, and refutes a number of widely accepted theories on 
the factors leading to mergers. Published for the National Bureau of Eco- 
nomic Research. 208 pages. $5 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS 
Princeton, New Jersey 
Please mention Tue American Economic Review When Writing to Advertisers 
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From St Martin's... 


ECONOMIC ARITHMETIC 


by Robin Marris 349 pp. $5.00 
Just published, this book presents a thoro' analysis and explana- 
tion of economic arithmetic; including roy theory and practice of 
economic index numbers, national-income statistics, orthodox sta- 
tistical analysis, and closely integrating the discussion with economic 


MATHEMATICAL ANALYSIS FOR ECONOMISTS 


by R. G. D. Allen 548 pp. $5.00 


A widely adopted text that provides a solid background of the mathe- 
matical tools and techniques necessary for understanding modern de- 
velopments in economics; comprising differential and integral calcu- 
lus and allied techniques for functions of one and several variables. 


TOWARDS A DYNAMIC ECONOMICS 


by R. F. Harrod 169 pp. $1.75 


“A highly stimulating, beautifully articulated statement of the funda- 
economics of growth; of the necessary relations obtaining be- 
tween the dynamic el ts—population change, technological prog- 
ress, and long-term saving—of an advancing society. . . .” Economist 


THE ABC OF THE FOREIGN EXCHANGES 


by Norman Crump 374 pp. $3.75 


The 12th edition of this well-known work explains the basic principles 
of foreign exchange with special emphasis on post-war developments 
and the results of the lifting of many exchange restrictions, 


INTRODUCTION TO THE THEORY OF EMPLOYMENT 
by Joan Robinson 102 pp. $1.50 


A lucid explanation of why the modern economic system fails to pro- 
vide employment continuously for all who desire to work. 


INTRODUCTION TO ECONOMIC HISTORY 1750-1950 


by G. D. H. Cole 233 pp. $2.25 


A real contribution to the historical understanding of economic de- 
velopments during the past two centuries by the famous author of 
The Second International and Communism and Social Democracy. 


ST MARTIN’S PRESS 


175 Fifth Avenue 
New York 10, N. Y. 
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The Corporation in Modern Society 


Edited with an Introduction by EDWARD S. MASON. Foreword by A. A. Berle, 
Jr. Corporate responsibility, corporate power and its limitations, the separation 
of ownership from control, the corporation as a form of government, the role 
of the corporation in Great Britain, and industrial organization in Soviet Russia 
are a few of the topics comprising this outstanding symposium which examines 
the central problems raised by the emergence of large corporations. $6.75 


The Theory of Markets 


By TUN THIN. In this book, concentrating on the oligopoly market, the author 
contends that previous studies have failed to take into account many important 
variables in oligopoly pricing. Here, more realistic assumptions and more com- 
plex analyses indicate that “administered” prices are not inevitable in an oligop- 
oly situation. His conclusions are particularly important in the light of recent 
“administered” price hearings. $5.00 


Trade and Economic Structure 


MODELS AND METHODS 


By RICHARD E. CAVES. Here is the first comprehensive discussion of inter- 
national trade theories, organized not by chronology or schools of thought, but 
to focus on logically distinct models of international trade. For teachers and 
graduate students who require a broad understanding of basic theories. 

Coming in January. $6.50 


Antitrust Policy 


AN ECONOMIC AND LEGAL ANALYSIS 


By CARL KAYSEN and DONALD F. TURNER. To achieve dynamic and 
realistic legislation, antitrust laws must be based upon studies of market power. 
The limits and defects of our antitrust policy and a detailed plan for reform 
are presented in this analytical examination which integrates the disciplines of 
both law and economics. $7.50 


Through your bookseller, or from 

HARVARD UNIVERSITY PRESS 

79 Garden Street, Cambridge 38, Massachusetts 
Piease mention Tue American Economic Review When Writing to Advertisers 
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PRODUCTION CONTROL, New Second Edition 
By Franklin G. Moore, University of Michigan. 655 pages, $8.00 


This new second edition describes the work of controlling production, compares methods, 
and examines the reasons why one method should be chosen rather than another. Several 
subject areas not covered before have been integrated into the new edition. Many new 
illustrations. In all subject areas the material has been brought up to date. 


MANAGEMENT OF INTERNATIONAL OPERATIONS: 
Text and Cases 


By John Fayerweather, Columbia University. Ready in January. 


This book is intended to advance the managerial knowledge and skill of students and 
businessmen concerned with the management of operations of international scope. It deals 
with all major areas of management action: human relations, marketing, community and 
labor relations, organization, finance and operating policies. The text, compusing about 
one-third of the book, describes the basic conditions and chief managerial problems in each 
area. The cases illustrate significant problems and management methods in each area. 


MANAGEMENT IN THE INDUSTRIAL WORLD: Au 
International Analysis 


By Frederick H. Harbison, Princeton University; and Charles A. Myers, Massachuseits 
Institute of Technology. 412 pages, $7.00 


This pioneering work studies the nature of management as a resource, a system of author- 
ity, and a class. The book is based on research done in a number of different countries 
at different stages of industrialization, structure, and development. 


THE EDUCATION OF AMERICAN BUSINESSMEN: A 
Stady of University-College Programs in Business Ad- 
ministration 


By Frank C. Pierson, Swarthmore College. McGraw-Hill Carnegie Series in American 
Education. 740 pages, $7.50 


The author, one of the top labor economists in this country, was selected by the Carnegie 
Corporation to make an exhaustive and critical study of undergraduate and graduate courses 
and the over-all curriculum in Business Administration. This book is the resulting analysis, 
and is also the third volume in the Carnegie Series in American Education. 
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ess FROM MCGRAW-HILL 


LABOR PROBLEMS: Cases and Readings 

By George P. Shultz, University of Chicago; and John R. Coleman, Carnegie Institute of 
Technology. 546 pages, $6.50 (Clothbound); $4.95 (Paperbound). 
A timely and challenging collection of case materials and supplementary readings covering 
the areas featured in the standard texts in the field. Its aim is to provide the student with 
divergent points of view on the issues discussed in the texts, familiarity with real situa- 
tions which give rise to labor problems, and analytical readings which permit more search- 
ing information of particular problems in the field. 


ECONOMIC HISTORY OF WESTERN CIVILIZATION 
By Shepard B. Clough, Columbia University. 540 pages, $7.50 


This book, covering the economic history of the western world, is designed to emphasize 
how economic growth was attained in Western civilization, and how it may be perpetuated. 
In addition, the author gives attention to the social, political, intellectual, and artistic 
consequences of great material well-being. The treatment is clear, precise, and brief. All 
modern advances are included. The volume features many maps and an extensive bibli- 
ography. 


ECONOMETRICS: An Introduction to Maximum Like- 
lihood Methods 

By Stefan Valavanis. McGraw-Hill Economics Handbook Series. 223 pages, $7.00 
A short, brilliantly written introduction to econometrics. Although not intended as a basic 
text for courses on econometrics, the book provides penetrating insights into some of the 
more interesting aspects of the subject. It is written with great clarity and informality. 


The book is especially concerned with problems of estimation and is always oriented 
toward the strategy of research. 


BUSINESS CONDITIONS ANALYSIS 

By John P. Lewis, Indiana University. 602 pages, $8.25 
The book treats the applications of macroeconomic analysis to the diagnosis and prediction 
of domestic business conditions. Its main purpose is to bring to such classroom courses 
as those in business conditions, cycles, and fluctuation a lively appreciation of the not 
rigorously mathematical kinds of general economic analysis and forecasting practiced by 
“working economists” in business and government. 


[Send for Copies on Approval] 


McGRAW-HILL BOOK COMPANY, INC. 
330 WEST 42nd STREET NEW YORK 36, NEW YORK 
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The Steel Industry Wage Structure 


A STUDY OF THE JOINT UNION-MANAGEMENT JOB EVALUATION PROGRAM 
IN THE BASIC STEEL INDUSTRY 
By JACK STIEBER. This first comprehensive study of the Stee] Industry's 
efforts to base wage rates on actual job descriptions and classifications points 
out the problems all unions and industries myst face in their endeavors to create 
a working and uniform national base wage structure. ' $8.00 


Imperfect Collusion in the 
Cement Industry 


By SAMUEL M. LOESCHER. Do the pricing policies and behavior of the 
American cement industry necessitate public intervention? This provocative dis- 
cussion is based largely on the records of the anti-monopoly suit brought before 
the Supreme Court in 1948 by the FTC. What impact has the court decision 
made on the cement industry? Has the FTC done enough—can it do more? Pro- 
fessor Loescher offers some important remedial proposals intended to moderate 
cyclical fuctuations in demand and engage the industry in effective price com- 
petition with a minimum of hardship. $7.00 


A&P 


A STUDY IN PRICE-COST AND PUBLIC POLICY 


By M. A. ADELMAN. This book presents the history of the A & P as a case 
study in business management, and deals with the buying methods of the com- 
pany with relation to large and small suppliers. It also examines the antitrust 
suit against the company and evaluates the results. The inductive-deductive 
method of economic research is contrasted to the trial by slogan and cliche proc- 
ess. 7 line cuts. $10.00 


Tin Cans and Tin Plate 


A STUDY OF COMPETITION IN TWO RELATED MARKETS 

By JAMES W. McKIE. This book studies the rise and decline of monopoly in 

the metal container industry and the changing organization and behavior of 

the tin plate market. Mr. McKie shows how prices have been determined and 

also studies the impact of public policy—particularly the anti-trust cases of the 

late '40’s—to determine whether or not effective competition has been created. 
$7.50 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 


79 Garden Street, Cambridge 38, Massachusetts 
Please mention Tue American Economic Review When Writing to Advertisers 
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PUBLICATIONS 


An economic history of the United States from the colo- 
nial period, and a description of the nature and operations 
of our money and banking systems. 


The Growth of the American 
Economy, 2nd Edition 


edited by Harold F. Williamson, 
Northwestern University 


With attention given to authorita- 
tive detail and recent research, this 
book unrolls the economic history 
of the United States from the colo- 
nial period to the present day. Well 
integrated in style, content, and ap- 
proach, the readings form a well- 
organized study. The five historical 
parts of the text (the colonial econ- 
omy, the early national period, 1789- 
1865, 1866-1918, and 1919-1950) are 
deftly tied together by a basic or- 
ganization theme with brief intro- 
ductions written by Professor Wil- 
liamson. 


CONTENTS: Introduction; The 
Proc-ss of Economic Development; 
The Colonial Economy; Early Na- 
tional Period 1789-1865; 1865-1918; 
1919-1950. 
Pub. 1951 


946 pp. 


Pi 


Text price $7.95 


Our Modern Banking and 
Monetary System, 
3rd Edition 


by Rollin G. Thomas, Purdue Uni- 
versity 


Like its predecessors this 3rd Edition 
achieves two fundamental aims: 
first, to describe the nature and op- 
erations of our money and banking 
systems and second, to apply mod- 
ern monetary and banking theory to 
present-day domestic and interna- 
tional problems. Greater use of the 
balance sheet is made in explaining 
the role of the Treasury, Federal Re- 
serve, and commercial banks in cre- 
ating money. In addition, consider- 
able material has been rewritten— 
especially in areas dealing with de- 
termining the supply of money, the 
demand for money, and the relation 
of money to the level of income, 
prices, and employment. 


Pub. 1957 644 pp. Text price $6.95 


To receive approvel copies promptly, write: Box 903 
PRENTICE-HALL, Inc. 


Hi 


Englewood Cliffs, New Jersey 
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What is wrong with our business education? 


Higher Education 


for Business 
By Robert Aaron Gordon and James Edwin Howell 


re American business education programs adequate to meet the needs 

of business? Which areas need improvement and how should 
changes be effected? What is the best background for business? Is grad- 
uate school necessary? Questions like these are examined in this interest- 
ing and provocative study undertaken at the request of the Ford Founda- 
tion. An important book for businessmen and for all concerned with pre- 
paring for business. $3.50 


oh COLUMBIA UNIVERSITY PRESS 


| Gi 2960 Broadway, New York 27, N.Y. 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following 
issues (sent prepaid and in good condition) of the American 
Economic Review: May, 1956; March, 1957. For the June, 1958, 
issue, seventy-five cents a copy. 


Send to 
Dr. James Washington Bell, Secretary 


American Economic Review 


Northwestern University, Evanston, Illinois 
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IMPORTANT NEW BOOKS 


Fiscal Policy for 
Stable Growth 


by CHALLIS A. HALL, Jr. 


New methods of analysis illuminate the short- and long- 
range economic effects of fiscal policy in this important 
Study in Dynamic Macroeconomics. In press 
Also noteworthy: BUSINESS ORGANIZATION & PUBLIC POLICY —the excellent 
new book of readings by H. J. Levin. $6.00 


INTRODUCTION TO 


The World Economy 


by A. J. BROWN 


A very clear, interesting presentation of the facts, problems, 
and methods of analyses. Suitable for those with little eco- 
nomic background. 212 pp. $3.50 
Also noteworthy: INTERNATIONAL ECONOMICS by J. N. Behrman & Wilson 
E. Schmidt, the basic text called “invaluable for just the right balance of 
theory, history, and policy.” $6.50 


Economic Development 


by HENRY H. VILLARD 


An exceptionally interesting new analysis of the factors 
basic to long-term economic growth. Valuable for both 
introductory and advanced courses. 229 pp., $2.50 
Also noteworthy: ECONOMIC PRINCIPLES & PUBLIC ISSUES by Alfred R. 
Oxenfeldt, the new elementary text incorporating new theories of economic 
growth. $3.95 


Agriculture 1815-1860 


by PAUL W. GATES 


A fresh, illuminating analysis, based on extensive new re- 
search, emphasizing the interplay of agricultural develop- 
ment, politics, and public policy. In press. 
A new volume in the ECONOMIC HISTORY OF THE U.S.—the series which 
also includes notable studies of industry, transportation and other aspects of 
U.S. economy at various periods. 


RINEHART 


& Company, Inc. 232 Madison Ave., New York 16, N.Y. 
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LABOR ECONOMICS and 
INDUSTRIAL RELATIONS 


By Dale Yoder and H. G. Heneman, Jr. 


Here is a new and distinctive contribution to the instructional materials 
in the industrial relations and labor fields. It is designed for the intro- 
ductory course in industrial relations, labor problems, or labor economics. 


LABOR ECONOMICS AND INDUSTRIAL RELAT'™ (1) 
labor economics, (2) manpower management, ard vilective bar- 
gaining. It is a book with great breadth and depth p.- ...1ng a penetrat- 
ing and unbiased insight into all labor problems. Short cases are included 
in most of the chapters. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 27 — New Rochelle, N.Y. — Chicago 5 — San Francisco 3 — Dallas 2 


L°INDUSTRIA 


Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue n° 2/1959 

M. G, KENDALL Sampling as an Exact Science. 

S. CHERUBINO On Leontief’s Matrices and on a Problem in Linear Programming. 

W. P. YOHE An Analysis of Professor Lindahl’s Sequence Model. 

B. BARBER! On the Exchange of Information Between Business and the Public Ad- 
ministration. 

G. C. CARLUCCI Annual and Conditional Forecasts of the Economy through Econometric 


Models. 


S. TEITSWORTH Growing Role of the Company Economist 


Each number contains Summaries in English of the original articles—Annual subscription rate 
for Abroad : Lit. 6.000. Anyone interested may send for a sample copy. 


Editorial and Administrative Offices: Via Farneti, 8-Milano (Italy) 
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Eeonomiecs for Agriculture 


SELECTED WRITINGS OF JOHN D. BLACK 


Edited by JAMES PIERCE CAVIN. With a biographical portrait by JOHN 
KENNETH GALBRAITH. Dr. Black’s contributions, considered among the 
most important in this growing field, are here assembled for the first time, Dr. 
Black’s own writings are supplemented by pertinent essays by his former col- 
leagues and students, and by critical evaluations of his work. Topics range from 
Production Economics to Forestry. An important book for those interested in 
this complex aspect of economics. $12.00 


The Rural Planning of One County 
WORCESTER COUNTY, MASSACHUSETTS 
By JOHN D. BLACK, GEORGE W. WESTCOTT, and others. More than the 
usual case history, this book reports the land use and related rural planning of a 
large county from both a theoretical and a practical standpoint, and outlines the 
structure and function of a potential nationwide program of rural planning. The 
study examines varied planning procedures, three degrees of detail in mapping 
land use, and differing forms of planning group functioning. $9.50 


Taxation of Agricultural Land 
in Underdeveloped Economies 
A SURVEY AND GUIDE TO POLICY 
By HASKELL P. WALD. The first comprehensive study of methods of taxing 
agricultural land in a modern economic development context. Different methods 
of land taxation are fully described and evaluated. The author concludes by 


showing how a properly conceived and applied land tax offers a promising solu- 
tion to many urgent problems now faced by underdeveloped nations. $4.50 


Taylorism at Watertown Arsenal 
SCIENTIFIC MANAGEMENT IN ACTION, 1908-1915 
By HUGH G. J. AITKEN. A detailed description and analysis of what hap- 
pened when the Ordnance Department of the Army introduced, in 1908, the 
“Taylor system of management” in the arsenal at Watertown, Mass, A case study 
pertinent to our knowledge of the development of modern business manage- 
ment. Coming in January. $5.75 


Through your bookseller, or from 
HARVARD UNIVERSITY PRESS 


79 Garden Street, Cambridge 38, Massachusetts 
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Oil and State in the Middle East 


By GEORGE LENCZOWSKI, University of California, Berkeley 


How can the foreign-owned oil industry best survive and prosper in the midst of an 
alien environment? An astute political analyst tackles this question by examining the 
practices and policies of the major Western corporations in the Middle East as regards 
three interrelated yet distinct elements—the host governments, the public in host 
countries, and the employees. 

After reviewing the significance of oil in the European economy and its impact on 
Middle East development, Lenczowski analyzes the legal and political aspects of oil 
concessions, the controversial boundary problems, the development of Arab oil policies, 
and the attempts at international control of Middle East oil. Ready in January. $7.75 


Man, Motives, and Money 
(Second Edition) 


By ALBERT LAUTERBACH, Sarah Lawrence College 


WuEeEN the first edition appeared in 1954, John Dollard wrote in the New York Times 
Book Review, “This first attempt to blend into a single perspective and apply to our 
society the technical insights of the economist, the psychodynamic principles derived 
from Freud and the cultural relativism of modern anthropology wil! create much 
useful confusion. . . . Every thoughtful man will affirm the greatness of the task.” 
This new edition brings up to date this unique examination of the driving forces of 
human behavior in economic situations. 334 pages, $5.00 


Risk and Technological Innovation: 


American Manufacturing Methods 
during the Nineteenth Century 


By W. PAUL STRASSMANN, Michigan State University 


Two social forces—business enterprise and technological change—are analyzed in this 
detailed empirical study to show when and why the introduction of novel manufactur- 
ing methods in nineteenth-century America led to risks and business losses. 
Professor Strassmann’s unusual theory of risk stands as a criticism of existing notions 
among economists and historians—a criticism that is put forth strongly and well. 
259 pages, $4.00 


CORNELL UNIVERSITY PRESS 


124 Roberts Place, Ithaca, New York 
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newcomers: 
UNIONS AND UNION LEADERSHIP 


Their Human Meaning 
Jack Barbash, Editor 


A superb collection of articles that conveys the human side of unionism. In 
selecting the writings, the author has achieved a balance between reporters and 
academicians, among the various kinds of union situations, among the various 
social science fields, and among the differing viewpoints of the role and func- 
tion of the labor union in industrial society. Idealized situations and horror 
stories have been avoided. To help the reader fit the selections into a total 
pattern, there is an analysis of the “Framework” of the American labor move- 
ment, and a “Topic Finder” keyed to the selections. 

348 pages, Text Edition $4.50 


(available for quantity sale to schools and colleges only.) 


INDUSTRIAL MAN 


Businessmen and Business Organizations 
W. Lloyd Warner and Norman H. Martin 


The lucid, highly readable articles included in this anthology set forth what 
is currently known about the businessman, the organizations in which he oper- 
ates, and the larger social world which influences him and his organization. 
Subject matter ranges from the social structure of business enterprises, the 
personalities and careers of executives, and the goals and tasks of manage- 
ment to ideologies of management and the basic issues underlying contem- 


porary industrial society. 
576 pages, $6.50 
The Revised Edition of: 


ECONOMICS OF TRANSPORTATION 
Marvin L. Fair and Ernest W. Williams 


A major revision, shortened by combining in one chapter certain material on 
management, organization, accounts, and statistics. The new edition reflects 
legislation of the 1958 Congressional session; contains a chapter on competitive 
costs and rate making; and gives more attention to the impact of transportation 
on community organization and economic development. An introduction pre- 
cedes each of the four major parts, and each chapter has a selected bibliogra- 
phy. Many pictures and diagrams. 

676 pages, $8.00 


Harper & Brothers, 49 E. 33d St., N. Y. 16 
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Outstanding 
1959 
Textbooks 


STATISTICS AS 

APPLIED TO ECONOMICS 
AND BUSINESS 

Robert H. Wessel 
University of Cincinnati 


Edward R. Willett 
Northeastern University 


INDUSTRIAL 
RELATIONS 
SYSTEMS 


John Duniop 
Harvard University 


GATEWAY TO THE 
SOCIAL SCIENCES 


Revised 


Arthur W. Thompson 
University of Florida 


The authors have designed a basic text for 
elementary statistics courses; it is nonsym- 
bolic and nonmathematical in both content 
and approach. All material suitable for the 
student with a minimum of mathematical 
training is included. Detailed explanations 
clarify the meanings of many complex rela- 
tionships usually developed by advanced 
mathematical manipulations. Essential con- 
cepts and materials are thoroughly covered. 
321 pages $5.00 


Professor Dunlop constructs a framework for 
the interpretation of the vast body of data 
concerning worker-management-government 
interaction. He proceeds on the theory of 
the industrial-relations-system, a theory 
which considers this system as a dynamic unit 
composed of four basic factors: actors 
(workers, their organizations, and concerned 
governmental agencies), rules, environ- 
mental context, and ideology (one shared by 
the actors). 399 pages $5.75 


Including a total of 68 selections, these read- 
ings apply both a historical and a problems 
approach to the evolution of American in- 
stitutions. The themes of cultural process, al- 
ternative economic systems, recent foreign 
policy, and group behavior are emphasized. 
The essays selected go to the heart of issues, 
movements, and concepts in the social sci- 
ences. paperbound 389 pages $3.25 


Henry Holt 
and Company, Inc. 


383 Madison Ave., New York 17 
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NEW a BOOKS IN ECONOMICS 


PLANNING FOR FREEDOM 


The Public Law of American Capitalism 
by Eucene V. Rostow 


This timely book by the Dean of the Yale Law School reviews and synthesizes 
the impact of the so-called “Keynesian Revolution” on law and practice in the 
relations of government and economic life. Mr. Rostow describes and evaluates 
the law and practice of monetary and fiscal policy, of market organization, and 
of labor relations, as a system for achieving full employment, high levels of 

owth, and reasonably stable prices. He examines the problem of stabilization 
in the light of the claims of foreign policy on the American economy and the 
main themes of American political life. $6.00 


THE HUNGARIAN EXPERIENCE IN ECONOMIC PLANNING 


by Bera A. BALASSA 


The author presents a theoretical model of centralized planning and analyzes 
the workings of Hungarian —— in the light of this theory. He discusses 
planning methods, pricing, the economics of the socialist firm, and investment 
— and evaluates the achievements of the Hungarian economy on the 

is of growth and various success criteria, such as efficiency in resource allo- 
cation. Mr. Balassa is assistant professor of economics at Yale University. He 
was formerly teaching fellow at the University of Budapest and was involved in 
various planning positions between 1951 and 1956. $6.00 


INTEGRATION AND COMPETITION IN THE 
PETROLEUM INDUSTRY 
by Mervin G. pe CHAZEAU AND ALFRED E, KAHN 


For the first time an attempt is made to assess the impact of the gigantic size 
and integrated structure of the major participants in the U. S. petroleum in- 
dustry upon the effectiveness of its competitive performance at each level of its 
operations, The authors explain the extreme degree of integration in terms 
of the industry’s technology and of the historical occasions for the evolution of 
this form of organization. The most critical conclusions are drawn with respect 
to the present system for regulating the production of crude oil, and detailed 
suggestions are made for reform. Petroleum Monograph Series 3. 


Other Volumes in the Petroleum Monograph Series 


1. PRICE MAKING AND PRICE BEHAVIOR IN THE PETROLEUM IN- 
DUSTRY 


by Ralph Cassady, Jr. $4.00 
2. CONSERVATION IN THE PETROLEUM INDUSTRY 
by Erich W. Zimmermann $6.00 


YALE UNIVERSITY PRESS 
New Haven, Connecticut 
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Rand M¢Nally Announces 


SCHOOLS AND STREAMS OF 
ECONOMIC THOUGHT 


by EDMUND WHITTAKER, Colorado State University 


A New Text for Courses in 
the History of Economic Thought 


Professor Whittaker’s new book surveys the history of economic thought from the 
ancient world to the present time. The economic thought of the main schools and 
periods is related to its background in contemporary philosophies and in the social 
environment of the times. Separate chapters examine the development of ideas on 
F two subjects of current interest, employment and business activity, and the place 
t of the individual in relation to the society. The substance of economics is changing 
See, rapidly and appropriate attention is given to very recent developments. 


January, 1960 Approximately 550 pages Probably $6.50 list 


CONTENTS 
% From the Ancient World to the Protestant Reformation 
. Mercantilism 
Some Beginnings of Modern Economists 
The Physiocrats 
. Adam Smith and the Rise of Classical Economics 
. Classical Economics After Smith— 
1. Population and the Laws of Returns 
. Classical Economics After Smith— 
2. Theories of Value and Distribution 
. Classical Economics After Smith— 
The Law of Markets and the Problem of Depression 
9. Romanticism and Historical Economics 
10. Socialism Before Marx 
11. Marxism and Socialism After Marx 
12. Modern Economics in the Classical Tradition— 
1. The Resurgence of the 1870's 
13. Modern Economics in the Classical Tradition— 
2. The Second Generation 
14. Recent Economics and the Social Whole 
15. Employment and Business Cycles 
16. Association and Planning 
Looking Backward and Forward 
Literature 
Index 


College Department 
RAND M¢CNALLY & COMPANY 
P.O. Box 7600, Chicago 80, Illinois 
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spooks FRoM CALIFORNIA 


DISCIPLINE AND 
DISCHARGE IN THE 
UNIONIZED FIRM 


BY ORME W. PHELPS 


Management’s right to discipline work- 
ers is no longer intact; it is mitigated 
by union contracts. Comprehensively 
analyzing the rights and duties of con- 
tractual parties, Mr. Phelps shows the 
procedures a firm must follow when it 
wishes to discipline. 156 pages. $5.00 


HEALTH PLANS AND 
COLLECTIVE BARGAINING 


BY JOSEPH W. GARBARINO 


The large and growing role of labor- 
management health plans has intro- 
duced a new element into the most con- 
troversial and dynamic area of the 
American economic system. The author 
reviews the strategic role of the labor- 
management negotiated health plans in 
the total medical market and that part 
of the market covered by health in- 
surance, and presents an analysis of 
pre-paid medical care plans in Califor- 
nia. 304 pages. $5.00 


LABOR IN A FREE SOCIETY 
Arden House Symposium 


EDITED BY MICHAEL 
HARRINGTON AND 
PAUL JACOBS 


FOREWORD BY 
CLARK KERR 


A broad perspective of modern labor's 
position in our society, as seen by Hugh 
A. Clegg, David L. Cole, Archibald 
Cox, Erich Fromm, Arthur J. Gold- 
berg, James R. McClelland, and Sum- 
ner H. Slichter. Their symposium was 
presented by the Fund for the Repub- 
lic. 198 pages. $3.00 


TRADE UNION DEVELOP- 
MENT AND INDUSTRIAL 
RELATIONS IN THE 
BRITISH WEST INDIES 


BY WILLIAM H. KNOWLES 


Federated in 1958, the British West 
Indies comprise one of the newest na- 
tions in the world, yet their inhabitants 
continue to be influen: by traditions 
and ideas that are re : the era of 
slave-operated sug: dates. Mr. 
Knowles shows hov protest may 
resist feudalism rathex chan capitalism 
and industrialization. $5.00 
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A New Book... 


RETIREMENT AND INSURANCE PLANS 
IN AMERICAN COLLEGES 


By WILLIAM C. GREENOUGH, President 
and FRANCIS P. KING, Research Officer 


and College Retirement Equities Fund 
New York, N. Y. 


Contains a comprehensive survey of benefit plans in more than 1,000 
colleges and universities and includes an individual description of each 
institution’s retirement plan. A complimentary copy has been sent to each 
institution covered by the study. 


Written especially for college and university: 
© trustees © administrators e faculty members 


e faculty committees on staff benefits 
© professors of economics and insurance 


Discusses the philosophy and guiding principles of benefit planning, 
methods of establishing plans, provisions and financing of plans for: 

© retirement @ life insurance 

e hospital-surgical-medical insurance 

@ major medical expense insurance 

e disability income insurance 
Covers important recent advancements in staff benefit planning for teachers 
in higher education, including: 

e federal Social Security 


e development of the combined fixed and variable annuity 
introduction of Major Medical Expense and Disability Benefits protection 


RETIREMENT AND INSURANCE PLANS IN AMERICAN COLLEGES 
may be ordered through your local book store or from the Columbia University 
Press, New York 27, New York. $8.50 less 10% educational discount. 


Please mention Tux American Economic Review When Writing to Advertisers 


q 
Retirement aa 
insurance Plans; | 
| of Teachers Insurance and 
Annuity Association | 
| 
Colleges 
C & Frans P. King 


from Macmillan 
in 1960 


LINEAR PROGRAMMING AND 
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of Michigan 

Offering the first adequate exposition of linear programming and 
operations research for economists, this book of readings is suitable for 
undergraduate courses in economic theory, activity analysis, managerial 
economics, etc, Recent developments in the theory of the firm are inter- 
preted and placed in their historical setting to show their continuity with 
older theories. Only elementary college algebra is required for an under- 
standing of linear programming. Contributors include: Hans H. Jenny, 
Yuan-li Wu, Ching-wen Kwang, and C, Michael White. 


SELLING: ITS BROADER DIMENSIONS 


Edited by TAYLOR W. MELOAN, University of Southern California, and: 
JOHN M. RATHMELL, Cornell University 


Suitable as a supplementary or basic text, this book presents a balanced, 
comprehensive examination of the selling function and its relation to the 
broader marketing field. Emphasis is on personal selling and the directly 
related management aspects. Fifty articles from twenty-six sources are 
included; an introduction by the editors precedes each section. 
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Essays in International Equilibrium and Adjustment 


Edited by WILLIAM R. ALLEN, University of California, Los Angeles, and 
CLARK LEE ALLEN, Southern Illinois University. 1959, Ill., 500 pages, $6.00 
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WILLIAM J. BAUMOL, Princeton University. 1959, 396 pages, $6.75 
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THE REVIEW OF ECONOMIC STUDIES 


Vol. XXVI (3) No. 71 June 1959 
A “Value and Capital” Growth Model ..........-eececcecccccecceces J. R, Hicks 
Cardinal Utility for Even-Chance Mixtures of Pairs of Sure Prospects .Gerard Debreu 
The Case for “Revealed Preference” .......--.ccecccescecsees Harvey M. Wagner 
The Marginal Productivity Theory of W: and Disguised Unaupienpent lia 
An Afterthought on “Real Cost—Opportunity Cost Dispute” and Some Aspects 
of General under Conditions of Factor 
Comments on the General Theory of Second Best .......--+.eeesee0% M. McManus 
McManus on Second Best ........---.-.--e0ee+ Kelvin Lancaster and R. G. Lipsey 


Annual subscription rates are : U.K., 25/-per year (10/-a single number); U.S. and 
Canada, $5.00 per year ($2.00 per single member). Back number rates on application 
to Secretary. 


With Vol. XVI(1), the Review reverted to three issues per volume. The new sub- 
scription rates appear above. Editorial communications should be sent to the Editor. 
Review of Economic Studies, Nuffield College, Oxford. Articles from the U.S.A. and 
Canada should be sent to P. A. Samuelson, Massachusetts Institute of Technology, 
Cambridge, Mass. All other communications to the Secretary, Review of Economic 
Studies, 4 Trumpington Street, Cambridge, England. 


Cheques should be made payable to the Review of Economic Studies. 


THE ANNALS of The American Academy of 


Political and Social Science 


bi-monthly journal devoted to the discussion of political, social and eco- 
nomic problems. Presents as the NOVEMBER, 1959 issue, a symposium 
on inflation in relation to American economic growth and stability. 


INFLATION 


Special Editor, ALFRED G. BUEHLER, Professor of 
Public Finance, University of Pennsylvania 


© Government Expenditures and Inflation 
© Taxation as a Curb on Inflation 
© Fiscal and Monitory Policies 


For full information write to: Single Copies 
The American Academy of Political and Social Science $2.00 non-members 
3937 Chestnut St., Philadelphia 4, Pa. $1.50 members 
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POPULATION REVIEW 


A JOURNAL OF ASIAN DEMOGRAPHY 


July 1959 Vol. 3, No. 2 
CONTENTS 

China's Population Problems: A Report ........... ...-Professor 8. Chandrasekhar 

An Approach to the Cultural Base of Infant Mortality in India ...Dr. Alfred Yankaur 

How Japan Halved Her Birth Rate in Ten Years and Lessons for India ........ 

Human Fertility Differentials: The Influence of Industrial-Urban Development on 
2 Professor Rufus B. Hughes, Jr. 


From the Press Cuttings 
Institute’s Activities 
Reviews of Books 
Publications Received 


Published by the Indian Institute for Population Studies, 
Gandhinagar, Madras-20, India. 


Subscription: Rs. 10; 20 sh; $4.00 per year 
Cheques payable to Indian Institute for Population Studies 


SOCIAL AND ECONOMIC STUDIES 


A Journal devoted to research, especially in the problems of economic 
growth, social change and political action in underdeveloped territories 


Among recent papers and publications are the following: 
Economic Planning in Jamaica H. Austin Peck 


Colonial Development and Welfare, 1929-1957 
Problems of Economic Motivation and Development in Rural 


Employment in Barbados 

The Economy of Montserrat 

Tourist Expenditure in J. 

Foreign Aid and Economic Development 


Indonesia J. M. van der Kroef 
The Economy of British Guiana, 1952-56. A National Aceounts 
Study Carleen O’Loughlin 


E. R. Wicker 


G. E. Cumper 
Carleen O’Loughlin 
G. E. Cumper 
Nurul Islam 


Carleen O’ Loughlin 


Tne Economy of Antigua 


Annual subscription per volume £1. 10s. Od.; U.S., $4.25; W.I., $7.20. 


INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 
University College of the West Indies, Mona, Jamaica, W.1. 


Please mention Tue American Economic Review When Writing to Advertisers 


| : 
| | 
| 
| 
| 
| ba 
| 
| 
‘ 

| 

| 

| 


OXFORD ECONOMIC PAPERS 


Editorial Board: N. H. LeyLaNp (General Editor), J. R. Hicks, 
C. M. Kennepy, Sm Donatp MacDouGAaLt, G. B. RICHARDSON, 
C. N. Warp-Perkins, P. P. StREETEN (Secretary) 


VOLUME 11 JUNE 1959 NUMBER 2 
CONTENTS 
Mrs. Robinson on Simple Accumulation. ............ G. D. N. Worswick 
Exercises in the Analysis of Growth ...........ccccecccccee: R. F. Kahn 
Some Problems of Definition and Measurement of Capital. ..Joan Robinson 


Oxrorp Economic Papers is published three times a year in February, June, and 
October. The pre-paid subscription price is 35s. Od. post free, and the price of a 
single copy 16s. Od. net. Orders may be placed with any bookseller or sent direct to the 
Publisher: 


OXFORD UNIVERSITY PRESS 
Amen House, Warwick Square, London, E.C.4 


Scottish Journal of Political Economy 
(The Journal of the Scottish Economic Society) 


Vol. VI OCTOBER 1959 No. 3 
Special Number on Regional Economic Problems 
Wales amd the Afinntio BRINLEY THOMAS 
Employment and Unemployment in Regions and in the Development Areas ..... 
Local Unemployment and the Distribution of Industry Act, 1959 ....A. J. ODBER 
Regional Input-Output Analysis and Government Spending ................-. 
A. T. PEACOCK AND D. G. M. DossER 
Purchases by Public Authorities in Scotland ...........-..+++e-0+- J. VEVERKA 
Current Topics 


Scottish Journal of Political Economy is published in February, June, and October, and 
is free to members ef the Scottish Economic Society. Applications for membership should 
be made to the Treasurer, Scottish Economic Society, 142 St. Vincent Street, Glasgow 
0.2., enclosing the annual subscription of £1:5:0. The Journal may also be obtained by 
non-members of the Society by ordering through any bookseller or direct from the 
publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price 10s. per single copy. 
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ECONOMICA 


Published Quarterly 
89th Year New Series, Volume XXVI, No. 104 November, 1959 
CONTENTS 

Economic Growth and the Problem of Inflation—Part II .......... Nicholas Kaldor 
The Relation Between Unemployment and the Rate of Change of Money Wage 

Rates: A Comment ........... Guy Routh 

Welfare Economics, Ethics, and Essentialism ..........-+-++++-- G. O. Archibald 

Underemployment in Agriculture and the Industrial Wage Rate ....Dipak Mazumdar 

Horsley Palmer on Bank Rate ...... oo0esessedeesecacsoosoceveses A. B. Oramp 

A Theorem on Undercompensated Price Changes .......---+seeeeeees M,. McManus 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 25s. ($3.71) per annum. Subscriptions 
should be sent to the Secretary and Treasurer, American Economic Association, 
Evanston, Illinois, accompanied by a cheque drawn in favour of ECONOMICA, 
London School of Economics and Political Science. 


JOURNAL OF THE AMERICAN 
STATISTICAL ASSOCIATION 


1757 K St, N. W., Washington 6, D. C. 


September, 1959 

Some Methodological Notes on the Deflation of Construction .......... Norman M. Kaplan 
An Econometric Model for United States Agriculture ............+...- William A. Cromarty 
A Note on the Relationship Between Earning Expectations and New Car Purchases ... __ 

The Accuracy of Census Literacy Statistics in Iran ...........2+s0ceeeees Charles Windle 
Sources of Statistics on Crime and Correction .........+00+seeeeeesees Ronald H. Beattie 
Publication Decisions and Tests of Significance—A Comment ............ Gordon Tullock 
Some Finite Population Unbiased Ratio and Regression Estimators ........ M. R. Mickey 
Confidence Intervals for the Means of Dependent Normally Distributed Variables . 

A Basis for the Selection of a Response Surface Design ..G. E. P. Box and Norman R. Draper 
Remarks on Zeros and Ties in the Wilcoxon Signed Rank Procedure ...... John W. Pratt 
Graphic Methods Based Upon Properties of Advancing Centroids .......... 5S. 1. Askovitz 
Optimal Confidence Intervals for the Variance of a Normal Gpeduie een 

F. Tate and G. W. Klett 
Extended Tables of the Percentage Points of Student's Enrico T. Federighi 


Percentage Points for the Distribution of Outgoing Quality ..G. P. Steck and D. B. Owen 


For further information, please contact the American Statistical Association, 1757 K. Street, 
N.W., Washington 6, D.C. 


THE AMERICAN STATISTICAL ASSOCIATION 


INVITES AS MEMBERS ALL PERSONS INTERESTED IN: 
1. Development of new theory and method 

2. a of basic statistical data 

3. Application of statistical methods to practical problems 
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Graduate School of Business, University of Chicago, Chicago 37, Illinois 


VotuME XXXII NuMBER 4 


Trouble in the Technique Industry ...... L. E. Fouraker 
Psychological and Objective Factors in the Prediction of Brand Choice: Ford Versus 
Price-Level Changes and Capital Consumption Allowances ........... Paul A. Van Lierde 
The Per Diem Freight-Car Rate and Railroad Efficiency—The Short-Run Problem ..... 
Book Reviews Books Received 


Notes: University Schools of Business 


The JOURNAL OF BUSINESS is published quarterly by the Graduate School of Business 
of The University of Chicago. Subscriptions are $6.00 per year and should be addressed to 
The University of Chicago Press, 5750 Ellis Avenue, Chicago 37, Illinois. Editorial cor- 
respondence (manuscripts in duplicate) should be addressed to Irving Schweiger, Editor, 
JOURNAL OF BUSINESS, Haskell Hall, The University of Chicago, Chicago 37, Illinois. 
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The Journal of the Economic Society of Australia and New Zealand 
Published Three 


Times a Year 


Vol. XXXV August 1959 No. 71 
Articles 
The Australian Economy—1965 B. Cameron 
The Attcmpted Nationalization of Banks in ‘Australis, 1947 . .-Margaret G. Myers 
The Conditions for Oligopolistic Price Interdependence ........... R. O. Hieser 
The Equality of Replacement and Depreciation ............+-+..+e+- W. Hogan 
Inventory Analysis and the Economics of Fodder Conservation ............ 
Problems of Duopoly and the Theory of Games .............++- W. T. Dowsett 
Internal ons External Balance—The Role of Price and Expenditure pm, ee 
=. Franchises of Australian Companies with Affiliations .... 
Twenty- One Years ‘of Guaranteed Prices. for Butter po Cheese in New Zealand 
The Valuation of Stock Changes ........... ° ° A. D. Brownlie 
easurement of the of Foreign Trade. for an ‘Economy 
Weststrate L. F. Jackson 
Industrial Conflict in Australia P. Kelsall 
Workers’ Opinions on Compulsory “Arbitration N. F. Dufty 
Migration and the Australian Work Force ......... eetekesawed Oo. E. V. Leser 
Inflation and Company Finance—Review ...............+++++ .-R. J. Cameron 
Inflation and Company Finance—A Comment .......... W. Hogan 
News and Notes 
Reviews 


Published three times a year 
Annual Subscription £2. 0. 0. Single Copies 13s, 6d. 


Melbourne University Press, The University, 
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JOURNAL OF FARM ECONOMICS 


Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 
Editor: Herman M. Sournwortu { 
Pennsylvania State University, University Park, Pa. 


Volume XLI November 1959 Number 4 
Some Further Reflections on Supply Control .......sesesccesecseeeccesnees Willard W. Cochrane 
Programming Regional Adjustments in Grain Production Surpluses 
O. Heady and Alvin C. Egbert 
Guides for Speculation About the Vertical Integ of per With Allied bre ow es 
Resource Fixity and Farm Organization ........+-cs0eescceccececccccetevccsescees Clark Edwards 
Emerging Phenomenon: A Cycle in Hogs .......-secccccccccccccesseccccecees Harold F, Breimyer 
Development of Revolving Finance in Sunkist Growers .......... Grace Larsen and H. E. Erdman 


Also notes, book reviews and announcement of new bulletins and other publications in agri- 
cultural economics. 


Published in February, May, August, November and December. Yearly subscrip- 
tion, $9. 


Secretary-Treasurer: C. DEL Mar 


Department of Agricultural Economics 
Cornell University, Ithaca, New York 


CANADIAN JOURNAL OF ECONOMICS 
AND POLITICAL SCIENCE 


Volume 25, Number 4 November, 1959 


Sociology, History, and the Problem of Change .................. S. D. Clark 
The Dual Mandate of Social Science ..........-cccccccsces Everett C. Hughes 
Capital Accumulation, Technological Change and Economic Growth ........ 
Depreciation and Disequilibrium ................-.eeeee0- Murray C. Kemp 
Some Technical Factors in the Production and Marketing of Canadian Wheat 
N. Irvine and J. A. Anderson 


The Development of a Capitalistic Labour Market in Canada ..H. C. Pentland 
Parliamentary Privilege in the Canadian House of Commons ....W. F. Dawson 
Inflation in the Context of a Mixed Economy .................. Robert Solo 
Political Tendencies and Policies in Germany ................ Rudolf Heberle 
Notes and Memoranda 
Recent Developments in the Work of the Dominion Bureau of Statistics . 


The Treatment of Interest on the Public Debt in the National Accounts ...... 

The First Australian Department of External Affairs, 1901-16 .K. A. MacKirdy 
The Demand for Passages through the Kiel Canal: A Comment ..S. F. Kaliski 
Gilbert Edward Jackson, 1890-1959 .........ccccccccccsccccses C. A. Ashley 


Reviews of Books 
$6.00 per year. $1.50 per single issue 
UNIVERSITY OF TORONTO PRESS 
Front Campus, University of Toronto, Toronto 5, Canada 
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SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Autumn 1959 (Volume 26, Number 3) 


Foreign Technical Assistance: Sense and Nonsense ........+..-+0-+++ Jabangir Amuzegar 
Loyalty and Commitment in A Totalitarian Party .........0--0-00++s Helmut R. Wagner 
World Trends in Medical-Care Organization .......--.+-seeeecececeees Milton I. Roemer 
Darwinism in Thorstein Veblen’s Economics Idus Murphree 
Christian Foundations of the Social Sciences ........0++seeceeeseeceeees Eduard Heimann 
Fertility Charges and Population Forecasts in the United States ............. Kart Mayer 
Book Reviews 


Published in Spring, Summer, Autumn, and Winter 
Subscription $7.50 a year, foreign $8.00—Single copies $2.00 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 


THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economic Society 


No. 275 September 1959 Vol. LXIX 
I. Articles 
Accumulation and the Production Function .............ceeeceecescecees Joan Robinson 
Income Originating in the Models of Domar and Harrod .............++-++++ H. T. Oshima 
Some Econometrics of the Determination of Absolute Prices and Wages .........+-+++ 
L. R. Klein and R. J. Ball 
Export Prospects and Economic Growth: India ............cecccceesececcececs S. J. Patel 
The Economic Position of British Agriculture ..............2cceceececcccees G. Hallett 
Il. Reviews 


Ill. Notes and Memoranda 
IV. Recent Periodicals and New Books 


MACMILLAN & Co. Ltd., LONDON, W.C.2. 
Application for Fellowship to 
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THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 


Vol. XIV December 1959 No. 4 

Articles 

On the Problem of Capital Budgeting «/....-Diran Bodenborn 

The Medium Private Iovestment Absoed 

Why per to Read Federal Reserve Hobart C. Carr 

Variable Return Bonds—The French Experience Alek A. Rozental 

Communications 

Security-Reserve Requirements in the U.S.A. and the U.K.: A Comment ..A. N. McLeod 

A Note on the Giro Transfer System .........-.--ccecececccceeees re .---Jobn Hein 


Membership dues, including $3.00 allocated to subscription in The Journal of Finance, are 
$5.00 annually. Libraries may subscribe to The Journal at $5.00 annually and single copics 
and be purchased for $1.25. Applications for membership in the American Finance Association 
Le to The Journal of Finance should be addressed to the Secretary-Treasurer, 
Hassett, Graduate School of Business Administration, New York University, 90 

Geonee 2. New York 6, N. Y. 


Communication relating to the contents of The Journal of Finance should be p+ eoggh » 

inois, or to 

Place, N.W., Washington 6 D.C” 


KYKLOS 


International Review for Social Sciences 


Vol. XII—1959—Fasc. 4 


The Limitations of Economic Growth Models ...........2-+0+-+++0% Kurt W. Rothschild 
River Valley commen Projects: Problems of Evaluation and Social Costs .......... 

Diminishing Class Differentials in the United States ......-.--..-eeseeeeeees Kart Mayer 
pepe Demand, and Equilibrium in International Trade: A Diagrammatic Analysis 

Das Handwarterbuch der Sozialwissenschaften Wilhelm Weber 
The Strategy of Economic Development ..........-sseccececereccecececs Jobn H. Adler 
Demography and the Study of Population ..........00-cescecsecceececeseeeee G. Sotirof 


Book Reviews—Titles of New Books 


All articles are followed by a summary in English, French and German. Published quarterly. 
Annual subscription Sw. Fr. 26.—(U.S. $6.00), postage included. 
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ECONOMETRICA 


Journal of the Econometric Society 


Volume 28, No. 1 January, 1960 
CONTENTS 
Rosert E1sner: A Distributed Lag Investment Function 
Gsorce B. Dantzic: On the Significance of Solving Linear Programming Problems with 
some Integer Variables 
T. Kioex aNp L. B. M. MENNES: Simult: Equati Estimation based on Principal 


Components of Predetermined Variables 
H. S. HoutHaKKeR: The Capacity Method of Quadratic Programming 
A. GHOSH: Input-Output Analysis with Substantially Independent Groups of Industries 


A. $ | Gow anp A. H. Lanp: An Automatic Method of Solving Discrete Programming 
lems 


R. b,, Bamnessne: On the Asymptotic Distribution of an Infinite Class of Generalized Linear 

Ww. Vz. ll A Short-Cut Method for the Complete Solution of Game Theory and 
Feed-Mix Problems 

Gerorce H. Borts: Estimation of Rail Cost Functions 


Marc NeRLove: The Market Demand for Durable Goods: A Comment 
REPORT OF THE BILBAO MEETINGS 


Published Quarterly Subscription rate available on request 
The Econometric Setuppettonst fo in 

a a Society, is 20 society for the advancement of economic theory 


Subscriptions 
dure in lying to Richard Ruggles, 
Yale University, Box 1264, New Connecticut, U.S.A. 


LAND ECONOMICS 


a quarterly journal of 
PLANNING, HOUSING & PUBLIC UTILITIES 


Among Articles Appearing in November 1959 Issue: 


The Place of Agriculture in Economic Development .............++++++- Jusif A. Sayigh 
A Critique of Contemporary Planning for Business Centers ...........-++++ Brian J. L. Berry 
Early Reservation of Open Land ........ Morton Lustig 
Land Reform in the United Arab Republic ..............-ee2eee00- Kenneth H. Parsons 
Some Aspects of the Economic Structure of Depressed Industrial Areas ...Lowell Gallaway 
Recent Trends in the Economy of Greece ..........---20++eeeeceees Anthony R. Tomazinis 
Economic Base Dynamics .......... T. Stewart, Jr. 


Population Densities and Real Property Values in a Metropolitan Area ...Robert C. Schmitt 
“Service on Limited-Access Highways’’ Quaere ...............--Framk M. Covey, Jr. 
“Service on Limited-Access Highways’’ Rejoinder ........ C. Taylor, Jr. 
Farm Plot Consolidation in Spain ...........++e+see- Javier de Salas and Roy J. Smith 


Annual Subscription $6.00 Single Copy $2.00 


Sterling Hall, University of Wisconsin 
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THE QUARTERLY JOURNAL OF ECONOMICS 


Founded 1886 

Vol. LXXIII November 1959 No. 4 
Science and Welfare in Economic Policy ....--..-.--e+-eeeecceeeeces FP. Zeuthen 
The Politics of Political Economists ..........ccccccccccscccsccrees George Stigler 
Financial Intermediaries and Monetary Controls ..............-- Warren L. Smith 
On “The Methodology of Positive Economics” ...........--...-++-- Eugene Rotwein 
Trends in International Trade ...cccccccccccccccccccccccccccecs J. H. Richter 
Usher and Schumpeter on vernon Innovation, and Technological Change ... 

Labour Hiring Policies and Monopolistio Competition Theory .. yioonang McCormick 
State and Regional Payments Mechanisms ............++eee+++0% James C. Ingram 


Underutilized Resources, “Directed Demand,” and Deficit Financing ..Sayre P. Schatz 
Puerto Rico: An Evaluation of a Successful Development Program ....Warner Baer 
Notes AND DISCUSSIONS 
A Note on the Theory of Investment and Production .......... Roger F. Miller 
Satisfactory Profits as a Guide to Firm Behavior 
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